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A Budget of Delusions 


IR JOHN SIMON has missed his opportunity. He 

could have introduced a Budget on Tuesday that 
might have served at once as a promise of resolute action, 
as a proof of realistic foresight and as an instrument by 
which the people could demonstrate their passionate de- 
sire to serve the State. Instead he has preferred to muffle 
the emergency, to foster delusions and to encourage the 
citizen to believe that his help is neither needed nor de- 
sired in much more than the present offhand degree. The 
lowest conceivable figure has been put on the financial 
measure of the State’s activities and even that inadequate 
sum is left to be raised, as to more than half of it, by the 
easiest (and most dangerous) method. Even the keenest 
desire to foster confidence in the national finances must 
yield to a sense of bitter disappointment. 

In a usual year, discussion of the Budget naturally turns 
mainly on the details of the taxes imposed; the total figures 
are taken largely for granted. But this year it is to those 
otal figures that the severest criticism has rightly been 
directed both in Parliament and in the responsible Press. 
The Chancellor explained at some length the unavoidable 
difficulty of estimating expenditure in war conditions; but 
there was nothing in his speech to indicate that his figure 
of £2,000 millions for war purposes and £667 millions for 
civil purposes was intended to be other than a genuine 
forecast of what was in fact likely to be spent. The figure 
of £2,000 millions is, of course, huge; but it is also miser- 
ably inadequate. In fact, it can be bluntly stated that if 
We spend money at that rate only we shall lose the war. 
A few comparisons will illustrate the point. The sum of 
£2,000 millions a year represents £54 millions a day. But 
in the first seven months of the war we spent on war pur- 
Poses an average of £44 millions a day. Are we invited to 
assume that the average expenditure of the twelve months 
just beginning will only be a quarter larger than in those 
first months, when so much was being improvised, so much 


just starting up, so much only in paper existence? In the 
eight weeks from mid-January to mid-March, expenditure 
on the war was running at about £5 millions a day; last 
week it was only a shade lower. Does the Government 
really wish us to believe that the most it can manage in the 
next twelve months is a war effort only one-tenth greater 
than at present? And behind these comparisons there is 
a more sinister one. The Nazis are spending at least 
£2,500 millions and probably £3,000 millions or even more 
this year on the war. Is there any pretence that we shall 
win with a smaller effort than theirs? 

It is, of course, perfectly true, as the Chancellor pointed 
out, that the amount of expenditure is determined “ by 
the man-power available for production and by the supply 
of war material.” Finance, in wartime, is necessarily a 
camp follower, which cannot move until the armies them- 
selves are on the march. But if the Chancellor relies on this 
explanation of his inadequate figures the position is only 
made worse. If his figure of £2,000 millions is a true esti- 
mate, then the supply position must be bad beyond belief. 
If, on the other hand, it is a deliberate under-estimate 
then, since all the arguments and proposals of the Budget 
were based upon it, it will have the effect of deluding the 
public about the extent of the burdens they will have to 
bear and of postponing the inevitable awakening to reality 
until it will be far too late to improvise a realistic policy. 
In either case, for those with the imagination to translate 
financial figures into strategic facts, nothing more utterly 
disheartening than this figure of £2,000 millions has 
emerged since the war began. 

This main issue of economic policy is that on which the 
eyes of the public should now be trained. The question of 
by what precise financial means the total of expenditure 
should be met—the Budget problem proper—is, of course, 
important. But its importance is secondary: to make the 
wrong choice between taxation, borrowing and inflation 
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may cause us endless sorrow and social disturbance; but 
it will not lose the war. To set the limits of our war effort 
too low, on the other hand, to proceed with timidity rather 
than boldness, will mean the losing of the war. 

Even when we turn from the major aspect of economic 
policy in general to the comparatively minor matter of 
methods of finance, it is difficult to feel any satisfaction 
with this week’s Budget. The total expenditure of £2,667 
millions is—we must devoutly hope—an absolute mini- 
mum. But of this absolute minimum only 46 per cent. is to 
be covered out of revenue—less than half of an inadequate 
figure and not much more than a third of what our ex- 
penditure ought to be this year. But it is surely reason- 
able that the lower the estimate that is put on total 
spending, the higher should be the proportion covered by 
taxes. If we do our strategic duty, the expenditure in this 
twelvemonth will be not £2,667 millions, but more like 
£3,300 millions, with still more to come next year. Com- 
pared with either figure, a revenue total of £1,234 millions 
is hopelessly inadequate. 

The taxation proposals contained in the Budget bear 
heavily only on the specific points on which they are im- 
posed. The increases on the duties on beer, spirits and 
tobacco are undoubtedly stiff, and the increases in postal 
rates penal. But the increase of taxation as a whole is light. 
The lowering of the starting-point for surtax from £2,000 
to £1,500 is unlikely to exact an extra payment of more 
than about £30 from any individual—and to pay as much 
as that he must have an income of at least £2,000. The 
increased burden on the £5-£12 a week class—who now, 
by general admission, bear the lightest proportionate bur- 
den of any income group—is also slight. The Chancellor 
quoted the case of the married man without children earn- 
ing £300, who will pay £15 in income tax this year, against 
£7 last year and £5 the year before. His tax, it is true, has 
gone up by 200 per cent. in two years. But his net income 
after tax—which is what matters, since it determines his 
consumption—has only been reduced from £295 to £285, 
or by about 34 per cent. Sir John is deluding himself—or 
the public—with the simple fallacy of proportions when 
he quotes examples such as this as “ striking increases.” 
How can the public be expected to take seriously the need 
for restricting consumption when the Chancellor thus 
encourages them to squeal long before they have been 
hit? 

The chief novelty in the field of taxation is the Purchase 
Tax. Some reasons are given on a later page for thinking 
that the yield of this tax will not be very great. Indeed, 
like any other indirect tax, it inevitably falls between two 
stools; if, in the attempt to produce a large revenue, it is 
levied on necessaries, it is unfair and regressive in its 
incidence; but if in the attempt to avoid placing the 
lion’s share of the burden on the shoulders of the poor, 
necessaries are exempted, very little revenue will be ob- 
tained. The Purchase Tax is an interesting and ingeniously 
contrived nowcomer to the fiscal gallery; but it is not a 
major contribution to the problem of paying for the war. 

The result of this timid approach to taxation is that the 
Chancellor of the Exchequer is left with £1,433 millions 
to borrow—at least £1,433 millions and probably a great 
deal more. Not all of this sum, it is true, has to be raised 
from the public. The recent loan operations have left the 
Exchequer with £100 millions “in hand” (though the 
collection of this sum will surely reduce by the same 
amount the savings available for other loans). Drafts on 
our dollar assets reduce the need for new borrowing, 
though not more than a very few hundred millions a year 
can be derived from this source. Purchases from sterling 
area countries may lead to the accumulation of balances 
that can be lent back to the Treasury. But, even with these 
deductions, the amount to be sought from the savings of 
the public in the present year cannot be less than {£1,000 
millions and may well be half as large again. The national 
savings, including expenditure on the maintenance and 
replacement of existing capital, have never in peacetime 
reached this figure. It follows that the total of savings 
must, by one means or another, be increased. 

Having arrived at this point, Sir John Simon was 
naturally led to pronounce upon Mr Keynes’s proposals 
for compulsory savings or “ deferred pay.” This was the 
moment for which the House of Commons had been most 
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anxiously waiting, since the Keynes plan, apart from jt 
precise proposals, has come to stand as a symbol of the 
need for a novel and imaginative approach to the problem 
of war finance. The Chancellor’s decision was to reject 
the Keynes plan on the ground that the use of compul- 
sion would diminish the yield of voluntary borrowing. 
“Why should we assume that the willing exertions of oyy 
people if properly aroused and directed will produce legs 
results than if we attempted to apply a cast-iron formula 
and compel people to lend? . . . I would advise the Com. 
mittee to rely on the results to be obtained by stimulating 
to the utmost the response to our existing methods of 
borrowing.” 

This is a line of argument that can always be relied upon 
to raise a cheer; but it cannot be conceded very much 
logic. As Sir John himself pointed out, the fact that taxes 
are compulsory is the reason why so few voluntary gifts 
to the Exchequer are made. But he does not draw from 
this fact the conclusion that compulsory taxes should be 
avoided. On the contrary, he assumes, every day, that 
“the willing exertions of our people ” would produce far 
less than the application of a “ cast-iron formula” of 
compulsion. It is, of course, perfectly true that the im- 
position of a scheme of compulsory savings would reduce 
the amount of voluntary savings; but so will an increase 
in income tax, a lowering of the surtax limit, an increase in 
the duties on tobacco, beer and spirits, and the imposition 
of a Purchase Tax. Every part of the financial problem 
impinges on every other, and if we were never to under- 
take any measure that might reduce voluntary savings 
there would be no Budget at all. It is not by arguments 
such as these that the Keynes plan can be rejected. 

The weakness of the Keynes plan is that it was ever 
associated with borrowing. Any proposal to put compulsory 
levies on the people, whether they are called taxes or loans, 
raises heated arguments about relative equity and con- 
sumes a very great deal of political energy. If we are to 
increase tax revenue to the required extent, we shall need 
all the political energy we can command; it is a pity to 
squander any of it on proposals for borrowing, which is 
a problem that should not arise until after taxation has been 
pushed to the uttermost limits. 

Compulsory saving by an assessment on each income is 
a second-best idea, for the simple reason that if the 
assessment can be achieved it can be used for an outright 
tax. But it does not, of course, follow that the necessary 
increase in saving can be left to be achieved by mere ex- 
hortation. Sir John Simon did not suggest that that was 
possible; his policy of “ stimulating to the utmost the re- 
sponse to our existing methods of borrowing ”’ includes 
the forcible restriction of expenditure. The limitation of 
dividends is one small step in this direction, the contrdl 
of imports is another, the limitation of raw materials for 
civil uses a third, the new Purchase Tax a fourth. The 
element in the Budget speech that deserves the mos 
commendation is this recognition of the fact that savings 
can only be increased if consumption is limited. This 
a sound and an essential policy; but it suffers from the de 
fect that to be effective it must be complete. To limit some 
forms of expenditure is merely to increase others. If th 
object is to produce an increase in total savings, all forms 
of expenditure must be brought under control. If the policy 
is carried through to a conclusion, it will produce savings 
(as it has in Germany) far greater than could be done by 
any system of assessment on specific incomes. But, alas 
there is little reason to believe that the Government have 
the resolution necessary to carry this, or any other, painful 
policy far enough. Without it, Sir John’s endorsement of 
the need for restrictions on consumption, like his avowal 
of determination to avoid inflation, is likely to be as i 
effectual in practice as it is praiseworthy in principle. _ 

The Chancellor has gravely misjudged the economit 
needs of the situation. If we go through the year with m 
change in the financial policy outlined in this Budget, 
we shall be in a financial morass from which no Chat- 
cellor will be able to rescue us. We must pin what hope 
we can to the possibility that, by the autumn, the nm 
for a revised Budget will be too pressing to be denied, 
and that by that time, through a change of personnel of 
some other minor miracle, a breath of realism and couragt 
will have blown through the windows of the Treasufy- 
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Italy and the Allies 


N spite of the open declarations of the Italian Govern- 

ment that Italy is not neutral and may at any moment 
enter the struggle against us, many people still find it hard 
to believe in Italy’s hostility towards the West. They 
remember that she was our ally in the last war and are 
conscious of no immediate clash of interest. There exists 
very little desire to fight Italy, rather surprise and regret 
that Italy should—apparently—want to fight us. 

The regret is justified, but possibly not the surprise. 
Ever since Italy achieved national unity in 1870 her path 
to expansion and Great Powerhood (which could only lie 
through the Mediterranean) has been blocked by the old- 
established Powers who had achieved their positions while 
she was still struggling for freedom. The war did not ease 
the position, for whereas France and Britain held that 
Italy was well served at Versailles with Trieste, Trentino, 
Gorizia, Istria, the South Tyrol and control of the 
Adriatic, Italy herself looked on these acquisitions as a 
mere completion of the work of national unification and 
bitterly resented her exclusion from the division of the 
German and Turkish Empires. Apart from the consoli- 
dation of her position in the 
Adriatic and the Dode- 


would secure without fighting a transfer of power in the 
Mediterranean. No other belief can have underlain the 
“Tunis, Corsica, Nice” outburst or the open canvassing 
in the Italian Press for a “ Mediterranean Munich.’ The 
Allies appeared to be in full retreat, and their conciliatory 
policy—the gentlemen’s agreement and Mr Chamberlain’s 
letter in 1937, the Anglo-Italian pact and France’s offer 
of a general understanding in 1938, Mr Chamberlain’s 
post-Munich visit to Rome in January, 1939—convinced 
Italy not of their good-will but of their weakness, while, 
in that spirit of contradiction which distinguishes Italy’s 
attitude towards the West, their consolidation of friendly 
relations with Turkey and the guarantees to the Balkans 
were loudly denounced as “encirclement” and “ power 
politics.” France and Britain were at once imperialists and 
decadents, warmongers and pacifists, a deadly threat and 
a spectacle of impotence. 

These, then, were the unsatisfactory relations existing 
at the outbreak of war. It is still a matter of conjecture 
why Italy did not at once enter the conflict at the side of 
her ally, but from Count Ciano’s speech of December 16th 
last it is possible to deduce 
that the chief reason was un- 
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which was frustrated by 
France’s overmastering fear 
of Germany and the British Government’s indifference 
to the fate of the experiment. The focus of interest in this 
country was the upholding of international law, not the 
crushing of Italy. There was no thought of her as a possible 
imperial rival, and comparatively little hostility. Italy, 
somewhat understandably, took another view. Sanctions 
was a hypocritical plot to prevent her competing in the 
imperial field, a desperate endeavour on the part of the 
old imperialist Powers to enforce their monopoly. The 
country emerged from the ordeal in a state of mind which 
must be fully understood if we are to see the significance 
of her present position. 

On the one hand, her hostility towards France and 
Britain and her desire to turn them from the Mediter- 
tanean were enormously reinforced. On the other, their 
startling failure to make their policy effective encouraged 
Italy to believe that their day was over and that they were 
empires in decline. Since 1936 our decadenza pluto-demo- 
cratica has been so widely advertised that the Italians have 
come to believe in it. And it must be admitted that the 
Allies’ policy has given the propagandists some valuable 
assistance. Once her fear of isolation and her need of re- 
inforcement in Spain had driven Italy into the arms of 

Tmany and the Axis had come into being, Italy was 
offered the intoxicating spectacle of her two great Mediter- 
ranean rivals in steady retreat. In the Rhineland, in Spain, 
in Austria and finally and most devastatingly in Czecho- 

lovakia, the Allies suffered a series of political setbacks 
80 serious in their cumulative effect that by the end of 
1938 Italy appears to have believed that Axis pressure 





anxious to join in a war for 
Poland when her imme- 
diate aim was Tunis—without a war. But her absten- 
tion meant no fundamental change in her attitude 
towards the Western democracies, and they in their turn 
did little to convince her that her attitude had been mis- 
taken. The quick destruction of Poland, the Finnish war 
and the general passivity of the first phase tended to con- 
firm Italy’s low opinion of the Allies’ fighting power. 
Their overtures to her, their concessions, their attempts to 
make her “ non-belligerency ” economically worth while 
increased her suspicions of their imperial strength. On the 
other hand, the Treaty with Turkey, with its provisions 
for “ the maintenance of peace” in the Mediterranean, the 
massing of a great army in the Near East, and, above all, 
our contraband control, were as many irritating reminders 
of the reality of our hold on the Mediterranean. 

In spite of the “ holdback guarantees ” and the navicert 
system, which reduce the actual searching of Italian 
ships to a minimum, the Italians feel it intolerable to 
have to pass through our controls at Gibraltar and Suez 
when entering Mare nostrum or to be invited to stop at 
Malta on their way to Italian ports. There is another 
difficulty. We expect neutrals to accept our contraband 
control as a means to a victory which will be as much to 
their advantage as to our own. But Italy is Germany’s 
“ non-belligerent ” ally. If she is interested in anyone’s vic- 
tory it is Germany’s. Acceptance of our contraband con- 
trol thus puts her in the paradoxical position of helping 
to defeat her own apparent interests. She does not resent 
the control less on that account. 

There is thus nothing in Italy’s recent relations with 















































































762 


the West to suggest that she will remain permanently 
neutral. She resents our presence in the Mediterranean and 
she has come to have serious doubts on our powers of 
remaining there. This general attitude, however, throws 
little light on her immediate intentions. The crucial 
point may well be our contraband control. Since the 
Brenner meeting the system of “ holdback guarantees ” has 
been working less satisfactorily, and more leakages of 
goods to Germany occur, a fact which may entail a greater 
use of the right of search. Behind this particular aspect 
of the blockade lies the general necessity of making it 
more effective, a problem which is peculiarly delicate 
vis-a-vis Italy. In the last six months her war reserves have 
been greatly reinforced. Her purchase of certain war mate- 
rials have exceeded the level of previous years to a serious 
extent. We can perhaps accept her guarantee that the ex- 
cessive purchases are not being passed on to Germany, but 
since she openly promises intervention and that inter- 
vention can only be directed against us, it is certainly a 
curious situation in which we stand passively by and watch 
a hostile power stock herself to the point at which she feels 
ready to strike. Yet any action on our part might precipi- 
tate a conflict we have shown every anxiety to avoid. 

The problem of intervention does not, however, solely 
concern our relations with Italy. We have to take into 
account the possibility of German pressure. Had the Nor- 
wegian coup been immediately successful, Germany might 
have suggested intervention on the grounds of an imme- 
diate Allied capitulation. Now that Norway is developing 
into a major campaign, the Nazis may need a diversion 
elsewhere and so press for intervention on that account. 
And even if Italy were unwilling, it is possible that she 
could not afford to allow Hitler a free hand in the Balkans 
and would be obliged to march at his side in order to 
safeguard her own interests. 

There are, however, a number of grounds to suggest 
that Italy will continue in the way of caution. So long as 
the issue is undecided, she stands to gain by neutrality 
and the waging of the war itself would be a tremendous 
risk. It is hard to base an estimate of the outcome on com- 
parative military strength, for so many vital problems— 
the effectiveness of air power against sea power, the extent 
to which the vulnerability of a long coastline can be offset 


Food 


HE war has given the subject of food an even greater 
interest than it normally attracts. Housewives are con- 
cerned at the rise in prices of most foods; the Cabinet has 
recognised the importance to industry of a stable cost of 
living and has provided a subsidy of £50 millions a year to 
cheapen bread and meat; the Ministry of Food buys, sells 
and distributes most staple foods and has been more suc- 
cessful in maintaining a high level of supplies than a stable 
level of prices; the publicity department of the Ministry of 
Agriculture is working overtime to persuade farmers to 
plough more land and to grow more crops. The Govern- 
ment’s activities, however, appear excessively department- 
alised, and even the Cabinet has got no further than its 
subsidy towards a national food policy. What, in fact, are 
the functions of the Ministry of Food? Should it be autho- 
rised to cut down civil consumption of food to the mini- 
mum by rationing and high prices? Should consumers be 
dragooned into eating only those foods which are largely 
home grown? Should the Ministry attempt to supply foods 
in the same quantity and at the same prices as those avail- 
able in August, 1939? Should it go further and try to 
improve the diet of the poorest classes, whose expenditure 
on food, even at pre-war prices, was admittedly inadequate 
to maintain full health and efficiency? At present, the 
Ministry seems to be aiming at the third of these objects; 
the subsidy for meat and bread prices was expressly pro- 
vided to prevent a further rise in the cost of living. Ration- 
ing and diversion of food consumption from imported to 
home-grown supplies seem to be regarded as necessary 
evils, to be excused and apologised for. 
The Chancellor of the Exchequer, in his Budget speech, 
stressed the need for reducing civilian expenditure in 
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by air action, the results of intensive submarine warfare 
in closed waters—are still unresolved. But it would be 
folly to under-estimate Italy’s military effectiveness. With 
an army which can be quickly raised to 4 million men a 
front line air force of 1850 ’planes and a navy which fe 
concentrated on speed and agility and is especially adapteq 
to Mediterranean conditions, Italy would be an adversa 
to be reckoned with, even though her accessibility and yyj. 
nerability would lay her open to a type of attack which 
cannot yet be launched against her ally, Germany. 

It is in the economic sphere that Italy’s problem jg 
almost insoluble. The campaign for autarky and the re. 
peated assurances of its complete success have lulled the 
Italian people into false security. Their war economy is, jn 
fact, vulnerable not only by what it lacks but also by 
the ease with which—at Suez and Gibraltar—its yjtq] 
supplies could be cut off. War stocks would carry the 
country through a short war, but not even Hitler cap 
promise the Italians that. Naturally, the reminder of our 
potential stranglehold exasperates Italy. It reinforces the 
feeling of being a prisoner in the Mediterranean. It may 
therefore lead not to peace but to war in a desperate 
attempt to break the “ foreign servitude.” 

The tragedy of the present situation is that the two 
facets of Italy’s attitude towards the West are both based 
on a misunderstanding. It is not true that we are weakly 
prepared to surrender our heritage without combat. A 
policy based on this assumption must lead Italy astray, It 
follows that our repeated attempts at conciliation in the 
face of repeated rebuffs spring not from fear but from 
genuine good will. Italy is therefore equally wrong when 
She pictures us as imperial rivals. In the words of M. 
Reynaud in his latest conciliatory advance, we are “in 
search of a Mediterranean understanding which . . . con- 
stitutes one of the indispensable bases of peace.” Perhaps 
it is too much to hope that Italy can still revolutionise a 
manner of thinking which has been slowly created during 
the last twenty years, and it would entail a revolution 
indeed to look on the West as friendly and powerful rather 
than hostile and weak. Nevertheless, it is our duty to con- 
tinue to impress both our present strength and our ulti- 
mate friendliness upon her, a task as delicate as it is vital 
to Mediterranean peace. 


Policy 


general and in particular that on imported goods. Clearly 
the Ministry of Food could help considerably in attain- 
ing these objects. The diet of the upper and middle classes 
in this country could be simplified and cheapened without 
any falling off in health, even if the range of choice was 
narrowed. If, in fact, the nation was a uniform social unit, 
a moderate rise in the price of those foodstuffs for which 
the demand is elastic and a drastic rise in those com 
sidered unessential would do the trick. But such a policy is 
impossible in our existing society. A rise in prices neces- 
sary to reduce the expenditure of the upper classes would 
reduce the poorer to starvation, unless wages were linked 
to the cost of living; in that case, which is to-day largely 
true, a rise in prices of staple foods defeats its own ends 
and causes also much discontent. 

Consequently, while higher prices may be a useful ally 
they cannot form the Ministry’s sole weapon in the battle 
against unnecessary expenditure. As a method of discrim- 
ination between classes, direct rationing is more effective. 
A meat allowance of 1s. 10d. or a quarter of a pound of 
butter per head per week does not affect the poorer houst- 
wives, who cannot afford such quantities; it does not affect 
the cost-of-living index, while it does directly cut down the 
expenditure of the more wealthy. The main difficulty of 
rationing is the expensive machinery needed to operalt 
and enforce it; consequently, it is best kept for those few 
foods which are semi-luxuries of fairly wide consumpton. 
And, if need arises, the machinery can be used to spread 
equally any real deficiency in one particular food. 

If necessary, people could be kept in health and effi 
ciency (if not in contentment) on a diet of vegetables (pa 
ticularly potatoes), milk, butter or vitaminised margarily 
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oatmeal, brown bread and cheese; a little fish, meat, sugar, 
fruit and tea might be provided to relieve the monotony. 
Sir John Orr urges* that we should all be put immediately 
on to this diet. The nation’s health probably would be 
improved, and the adverse balance of trade certainly dim- 
inished, but such a radical and abrupt change in habits 
might have psychological reactions very unfavourable to- 
wards a vigorous prosecution of the war. It would cer- 
tainly be a hard blow for farmers both in this country and 
in the Dominions whose agriculture has been developed on 
a free entry to the British market of large quantities of 
meat, fruits and luxury foods. 

But if the policy as a whole is too drastic, the actions of 
the Ministry of Food should certainly tend in this direction. 
The consumption of meat, for instance, an expensive item 
to import, could be steadily reduced by rationing until 
it equals the amount which British farmers can produce 
from roots and grass (fresh in summer and preserved in 
winter), together with the minimum amounts which we 
can persuade the Dominions and other sterling-area 
countries to send. A subsidy to keep down meat prices 
should, therefore, be combined with strict rationing to 
ensure that consumption is not increased. It should 
certainly not be combined—as it is at present—with an in- 
crease in the financial inducement offered for the produc- 
tion of home beef. And the production of potatoes and 
other vegetables should be stimulated in every way, so that 
consumption can be directed on to them and away from 
competing imported goods. Farmers are chary of increasing 
their output of these crops, since, with normal yields, home 
production of most vegetables is in the marketing season 
almost sufficient to supply the demand at prices which 
they consider profitable. Consequently they fear a glut, in 
spite of the promises of Mr Morrison and Sir Reginald 
Dorman Smith about potato factories and “ appropriate ” 
prices. Neither of the two Ministries seems to have grasped 
that an appropriate level of wartime prices for vegetables is 
that level at which the largest possible production can be 
fully absorbed; if this level is unprofitable for farmers, the 
subsidy now paid on meat might well be transferred. The 
production of meat should probably be slowly diminished 
and the prices paid for livestock by the Ministry of Food 
should certainly be adjusted to stop entirely the production 
of early spring lamb and of highly finished beef carcases. 


* “Feeding the People in Wartime.” Orr and Lubbock. 


Macmillan. Is. 6d. 
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In war we cannot afford quality; we must concentrate on 
that quantity of meat which can be grown without the 
extensive use of imported feeding stuffs. And if farmers 
are to be bribed, persuaded and compelled to alter their 
cropping system to feed more humans and fewer animals, 
the Ministry’s attentions should also be directed towards a 
reform in the distributive system. War, with its accom- 
panying shortage of labour, should make it easier for the 
Ministry of Food to embark on schemes of cheap distribu- 
tion of milk and vegetables. 

Can such a policy of limited consumption and increased 
home production serve at the same time to improve the 
diet of the underfed? Sir John Orr, in his latest book, says 
that it could. By subsidies, the prices of milk, potatoes, oat- 
meal, vegetables, bread, margarine and sugar could be held 
at such a level that even the poorest could buy sufficient 
for health. Sir John estimates that such subsidies on these 
seven foods would cost about £100 millions per annum. 
But even half that amount—the level of the existing food 
subsidies—if spent in providing cheap potatoes and oatmeal 
and cheap milk to all children and expectant mothers would 
cause a great improvement in health. The experiments 
already made in schools and in the distressed areas with 
cheap milk and potatoes show how surprisingly far people 
will modify their habits to take advantage of low prices. 

As a first step in a national food policy, therefore (a step 
which should have been taken last September), the home 
production of vegetables and milk—the two foods which 
combine the advantages of being nutritionally valuable and 
produced at home in sufficient quantities to meet the 
demand—should be increased by every possible method. 
These can then be sold at a price which will ensure their 
absorption. Consumption of the less essential foods can be 
adjusted by prices and by rationing to the level of supplies, 
which, in turn, will be dictated by the competing demands 
for land, labour, ships and “ hard ” currencies. Housewives 
must be guided by intelligent and purposeful publicity 
towards those foods which are cheap or seasonally plenti- 
ful. Abrupt and compulsory changes in diet should, indeed, 
be avoided, since they are apt to lead to both indigestion 
and resentment. But a consistent policy of guided produc- 
tion, selective prices, discriminatory rationing and forceful 
propaganda could by next year have saved some dollars 
needed for munitions, much purchasing power for invest- 
ment in War Loans, and might, as well, have started a 
steady improvement in the nation’s health. 


The Budget Accounts 


[‘ presenting his first full-year Budget of the war, Sir 
John Simon did not attempt to deviate from the classic 
formula of describing first the results of the past financial 
year, then the estimated expenditure of the current year 
and how far revenue on the existing basis of taxation 
would go to meet it, and finally the proposed changes in 
lax and other revenue. 

The emergency Budget of last September provided for 
4 total ordinary expenditure of £1,933 millions. Of this, 
defence—or rather war—expenditure was to account for 
{1,249 millions (including a vote of credit of £500 
millions), against an April Budget estimate of £620 
millions (including issues under the Defence Loan Acts). 
In the event, actual issues in 1939-40 were £116 millions 
less than the estimate, largely owing to the underspending 
of the vote of credit by £914 millions. As revenue brought 
in £54 millions more than the September estimate, the 
deficit was only £768 millions instead of £938 millions— 
a book-keeping nicety from which small comfort can be 
derived in time of war. 

On turning to the current year, the Chancellor pre- 
sented an estimate for war expenditure which he admitted 
was mostly guesswork. It is to be hoped that his guess 
etrs badly on the low side, for the figure he gave of 
£2,000 millions is only £500 millions higher than the rate 
of war expenditure in the first seven months, which, as 
has been pointed out, was itself below the estimate made 
at the beginning of the war. 


Having given his estimate of war expenditure, which is 
the crucial part of the whole Budget, Sir John briefly dis- 
missed the other items of expenditure. He has maintained 
the fixed debt charge at £230 millions in spite of the fact 
that it was insufficient last year to pay the statutory sink- 
ing funds, in spite of the prospective and actual big in- 
crease in borrowing and the doubling of the tender 
Treasury bill rate; he was able to do this because of the 
set-off arising under the Defence Loan Acts by which 
the Defence Departments pay interest at 3 per cent. each 
year on the amounts borrowed by them under the Acts in 
previous years. In addition to this arrangement, under 
which £15 millions more will be available this year than 
last, he could take into consideration the saving in 
interest by the conversion of the 44 per cent. Conversion 
Loan, and he assumed that future borrowing would not 
cost more than 3 per cent. A reduction on last year’s issues 
of about £9 millions in civil and revenue estimates to 
£420 millions brings the total ordinary expenditure to 
£2,666,790,000. 

In accordance with tradition, Sir John then showed 
how far short of this figure revenue on the basis of existing 
taxation would fall. This year the analysis seemed more 
than ever academic, for not only was it known that the 
gap was enormous, but it was also clear that even heavy 
tax increases would only close it a fraction and the most 
eagerly awaited Budget pronouncement—the rate of in- 
come tax—had already been revealed in September. The 
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Chancellor had then announced that in a full year he 
proposed to raise the standard rate to 7s. 6d. He had also 
incorporated in that Finance Act the raising of the re- 
duced rate of tax to one-half of the standard rate, with 
an increase in the zone to which the reduced rate applied 
from the first £135 of taxable income to the first £165; 
a reduction in the exemption limit from £125 to £120; a 
reduction in the earned income allowance from one-fifth 
of such income to one-sixth; and reductions in the per- 
sonal allowance for married taxpayers from £180 to £170 
and in the allowance for children from £60 to £50 for 
each child. All these changes now come into force, and to- 
gether with the rise in the rate they are estimated to in- 
crease the yield of income tax this year by £423 millions 
and in a full year by £61} millions. 

Surtax was increased in the September Budget and the 
rates have been left untouched. But the zone over which 
it operates is determined a year in advance, and Sir John 
announced that the surtax payable in 1941-42 on incomes 
of 1940-41 will operate on incomes of over £1,500 a year 
instead of £2,000 as at present. 

Indirect taxation has been increased by heavy additions 
to the hardy annuals—the duties on beer, spirits and 
tobacco. The beer duty is to be increased by the equiva- 
lent of 1d. a pint, the spirits duty by ls. 9d. on a bottle 
of whisky and the tobacco duty by 3d. an ounce. These 
increases will produce together £42,500,000 this year, and 
with the proposed doubling of the match duty—equivalent 
to an increase of 4d. on a box of 50—will mean a total 
increase in indirect taxation of £46 millions in 1940-41 
and £52 millions in a full year. 

These are the only increases in taxation that are to 
come into force this year. But as in the last war, the Post 
Office is to contribute to revenue. The inland letter 
rate will go up to 24d. for two ounces; for postcards the 
charge will be 2d.; and there will be corresponding in- 
creases in the rates for printed matter, newspapers and 
imperial and foreign letter posts, but the rate for parcel 


post at home and abroad is unaltered. The poundage op 
postal orders will be raised by 3d. on orders of 1s, 6q 
to 2s. 6d. inclusive, and 6s. to 15s. inclusive. Telephone 
charges will be subject to a general 15 per cent. increase 
with rises in the cost of trunk, toll and other calls and of 
telegrams. The Post Office Fund is exhausted, and for 
the time being the whole of the Post Office revenue wil] 
be taken into the Exchequer. On the basis of the new 
charges this will bring an extra £12} millions this year, 

The Chancellor then disclosed his one new tax, the 
purchase tax, which is discussed in detail on page 767, and 
will take the form of a percentage on the price at the stage 
when the wholesaler sells to the retailer. As neither the 
machinery nor the rate has yet been decided, it cannot 
enter into the Budget Accounts, and we are left with a total 
ordinary revenue of £1,234 millions—an easy figure to 
remember, but which leaves a deficit of £1,433 millions. 

It is here that the classic formula has been abandoned. 
Tradition dictated the budgeting of a formal surplus even 
when a large part of defence expenditure was met by 
borrowing. Now, however, this pretence has had to go, and 
the Chancellor had to conclude his speech with a discus- 
sion of ways and means of borrowing. He rejected Mr 
Keynes’s proposals because they would damage voluntary 
saving, on which he intends to rely and which he is en- 
couraging among the wage-earning classes by exempting 
from the means test any war savings up to £375. But an 
element of compulsion has been introduced by the limita- 
tion of the dividend distribution of public companies to the 
rate paid in any one of three pre-war years, which has the 
dual purpose of restricting consumption and encouraging 
the investment of undistributed profits in Government 
loans. With E.P.T. and N.D.C., together estimated to bring 
in £70 millions this year, and the limitation of dividends, 
the Exchequer will probably be getting the maximum con- 
tribution from industry. It is difficult to see how private 
voluntary saving can fill the gap that will be left even on 
the present low basis of expenditure. 





EXPENDITURE (£7000) 


(Including issues from loans) 


April War sie 
Budget | Budget | cot — 
Estimate | Estimate) ,,> , 
1939-40 1939-40 | 1939-40, 1940-41 


Consol. Fund Services : 
Int. and Management 


of Nat. Debt ......... 230,000 230,000 | 222.850 230.000 
Payments to N. Ireland 10,000 | 10,000 9,556 9,400 
Other Cons. Fund...... 7,200 7,200 7,310 7,600 

EE Scuicet oben 247,200 | 247,200 | 239,716 | 247,000 


Supply Services : 
Army and Min. of 


BID kkcssesenaees 165,087 | 272,673 | 272,650 1* 
SE. ricceicw ssa 149,399 | 149,399 | 147,436 2* 
chs dixcescxerenieus vd 208,561 | 248,061 | 248,061 1* 
Civil Defence ........ 47,191 78,871 64,804 * 
Margin for Supple- 

mentaries ......... 50,000 a eee se 
Vote of Credit........ pee 500,000 | 408,500 2,000,000 


Total Defence . | 620,238 1249004 1141451 (2,000,004 





Civil Votes (exc. 


Broadcasting) ..... | 427,860 | 422,491 | 414,111 | 404,867 
Margin for Supple- 
mentaries ......... 5,000 
Revenue Depts. (exc. 
DD sithesavciowcns 14,646 | 14,646 14,445 14,919 
Total Supply 
Services....... 1,067,744 1686141 1570007 (2,419,790 
Total Ordinary Expen- 
ID pinch este viindan 1,314,944 1933341 |1809723 2,666,790 
Sinking Fund............ = ‘de $7,150 
Grand Total ...... 1,314,944 |1933341 1816873 2,666,790 


* Substantive cost to be met from Vote of Credit. 
t In addition, sinking fund payments amounting to £4,207,000 
were made outside the permanent debt charge. 





REVENUE (£7000) 
Estimate] Estimate 


rT, for for 
War | Actual | 1940-41] 1940-41 



































Feo ll | Receipts} on basis | after 
| 19 39-40 1939-40 of | proposed 
existing tax 
taxation | changes 
Inland Revenue : 
Income Tax . ae 390,000 390,083 | 408,000 | 450,500 
BEE nic eiecdwsse es 70,000 | 69,780 75,000 75,000 
Estate Duties......... 75,500 | 77,720 , 85,000 85,100 
NE Ac tsisidnvesees 17,000 17,070 19,000 19,000 
National Defence 
i i 25,000 2 40 - in 
5 Contribution ...... 25,00( 26,940 |) 70,000 70,000 
Excess Profits Tax... bas 40 || 
Other Inland Revenue 1,250 1,300 1,000 1,000 
Total ............ | 578,750 | 582,933 | 658,000 | 700,600 
Customs and Excise : 
Customs ............e. | 239,600 | 262,136 | 278,100 | 302,050 
BN is ee Sins 132,850 | 137,900 | 141,900 | 164,050 
OE isvcoxsess 372,450 400,036 (420,000 | 466,100 
Motor Vehicle Duties.. 22,000 | 34,086 | 35,000 35,000 
Total tax receipts.... | 973,200 |1,017,055 1,113,000 1,201,700 
Post Office net receipt. 400 3,846 628 13,291 
Post Office Fund ...... 1,600 1,757 sak ies 
Coown Tends ........:5. 1,330 1,250 1,150 1,150 
Sundry Loans ......... 5,000 4,940 5,000 5,000 
Miscellaneous ...... 13,650 | 20,341 13,250 13,250 
a a ee aie 
Total Ordinary Re- 
Ps cab denuexeee 995,180 |1,049,189 1,133,028/1,234,391 


SELF-BALANCING REVENUE AND EXPENDITURE 


Post Office and Broad- ‘ 
SNE s-Ssacdbccessex | §3,399 . 83,449 ) 83,054 86,222 


* Excluding Post Office expenditure of £4,450,000 estimated 
to be required from Votes of Credit. 
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NOTES OF 


Hostilities in Norway.—Details of the campaign 
in the new Norwegian theatre of war are still obscure, 
ind probably only the post-war historian will be able to 
chart its course with any confidence. It is reasonably sure, 
however, that the Allies’ counter-blows have been de- 
jvered swiftly and shrewdly enough to hinder the Ger- 
mans in taking full advantage of their surprise attack; 
nd the resistance of the Norwegians themselves has 
apparently been notably stiffened by the arrival of the 
British and French forces. The Germans are well estab- 
jshed in the south; they claim to be in complete control 
of all the area between Oslo and Stavanger; and they 
hold the country eastward from Oslo to the Swedish fron- 
tier. In the north they are installed in Trondheim. The 
aims of the campaign are this far clear; the Germans are 
trying to link up the territories they hold (Oslo and Trond- 
heim) by winning control of the two north-south valleys 
through which the railways run—the Gudbrandsdal route 










wow Mai Railways 
cove Alhed Mine fied 
Scale of Miles 

; r=") ix 










i414 
} 


THEA 
j ae} || lil 
2 










FN 
fo oe 
he » «X 
rs +505, G 
peers S 
I: hie 5A 
ES > 
fs 7” = ° \ 4 
. 4 °~ / 
= ps £€= ae \ 
FS 4 zy oi \o 
be \ m9 Copenhage’ y of 
é see 226 

FE ~ QE Ff a. a. #? =. 
Fs mS Yeh S 25 | 
E 2 AA ‘ Fr —_ ~ 1 } 
to 2 w%K S ay Jaf £ = a | 
<= = / e a X - | 
* f G E R 

; stanetpmmanagiaasiaad 


north via Hamar, Lillehammer, Dombas and Stoeren to 
Trondheim, and the Oesterdal route to Stoeren via Elve- 
tum, Koppang and Roeros. The Allied forces, landed 
among other places) north of ‘Trondheim at Namsos and 
south-west of Trondheim near Molde and Andalsnes on 
Romsdal Fiord, are trying to prevent this operation. From 
Namsos, Allied troops, moving directly on Trondheim 
along the north-eastern spur of Trondheim Fiord, have 
apparently been checked by combined land, air and naval 
action from the flank near Steinkjer. From Andalsnes, light 
Allied forces seem to have advanced with remarkable 
speed via Dombas into the Gudbrandsdal to meet the Ger- 
Mans moving north from Oslo and Hamar near Lille- 
hammer; and further east in the Oesterdal, where the 

mans have apparently pressed forward considerably 


| Qorth of Elverum, Allied forces are collecting south-east 


of Trondheim to stop their progress. 
. * * 


So far, the Germans retain the initiative. In the two 
key valleys the twin junctions of Hamar and Elverum are 
it their hands; their grip on southern Norway is fast; and 
their hold on Trondheim will be difficult to loosen. But 

Cir only route for troops and supplies to Trondheim— 
& to Narvik in the far north—is by air, and if they can 

Prevented from forcing a passage through the Gud- 
tandsdal or the Oesterdal, they must lose Trondheim and 

north in time. The fact that they have not estab- 
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lished land communication between Oslo and Trondheim 
is almost certainly a setback; and they have failed to secure 
control of the railway due east from Trondheim to Stor- 
lien on the Swedish border, because of stout Norwegian 
resistance at the fortress of Hegra. Indeed, the rdéle of the 
Norwegians at every point, in the Gudbrandsdal, in the 
Oesterdal and all around Trondheim, is to delay and harass 
German operations until the Allied forces can be suffici- 
ently strengthened to cut and hold the north-south water- 
ways. The greatest obstacle to Allied plans is the Ger- 
mans’ superiority in the air. It is reported that Namsos 
harbour has been rendered scarcely tenable by bombing— 
though the Navy itself has apparently suffered only slightly 
despite daily raids. Dombas has been bombed constantly to 
check the flow of troops into the Gudbrandsdal and Allied 
lines of march have been subjected to incessant attack from 
the air. That is why a major feature of operations has 
been attacks by the R.A.F. on German air bases in Nor- 
way and Denmark. So far, the Allies have no Scandinavian 
air bases of their own, which they must secure if their 
attack on Trondheim is to be pressed home and if their 
recent check near Lillehammer is not to be extended. 
Meanwhile, the possibility of the Germans seeking new 
avenues of attack and supply from an invaded Sweden is 
ever-present, and stories of troopships moving towards the 
Aaland Islands and the Gulf of Bothnia are widespread. 
It is this possibility that gives the west-east railways from 
Narvik and Trondheim into Sweden a special strategic 
importance. 
* . . 


Lull or Checkmate ?—There remains the question 
whether the signs of new energy among the smaller neutrals 
will have the effect of modifying Hitler’s plans of aggres- 
sion. It is difficult to answer, for the simple reason that 
no one yet knows where and when the next blow will fall. 
‘The conversion of Norway into a major campaign makes 
a diversion elsewhere more rather than less likely, and if 
the activity of the Quislings of Sweden and Jugoslavia is 
any indication of Hitler’s intentions, it may be that these 
two countries are singled out for the next attack. Yet 
anxiety in the South-East is not as acute as it was a week 
ago. Many of the German “ tourists” have been expelled; 
Britain has allowed her interest in the Jugoslav situation 
to become known in circles where such knowledge could 
have a salutary effect; ‘Turkey is acting as a stabilising 
influence on her immediate neighbour, Bulgaria; Roumania 
has packed off Dr Clodius with very few concessions and 
glad to have even preserved the economic status quo; 
and finally, the news from Italy is rather more encourag- 
ing. The garrison in Albania, which stands at 68,000 men, 
is not big enough to cause heart-searchings across the 
frontier, and although the violent anti-Allied Press cam- 
paign continues, the Balkan countries have the impression 
that Italy is watching the news from Norway with a rather 
sober attention. In his recent speech Signor Mussolini 
gave Italy the watchword “ Work and arms,” and Italy’s 
neighbours to the South-East remember with some relief 
that in the past the Duce has usually associated work with 
peace. 
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It is therefore to Scandinavia rather than the Balkans 
that interest is directed at present. The Swedes have 
passed an anxious week. It is announced that the German 
Minister presented a request to the Swedish Foreign Office 
requesting the passage of German troops and armaments 
to Norway. If so, he was answered by the Swedish Gov- 
ernment’s determined announcement that no such permis- 
sion would be granted to any belligerent. There followed 
a series of violations by German ‘planes of Sweden’s air. 
One ‘plane was brought down by a Swedish fighter, and 
is reported to have contained evidence that the purpose 
of the flight was to obtain photographs of the Swedish 
terrain. Sweden immediately delivered a strong protest in 
Berlin. On April 23rd rumours of activity in Germany’s 
Baltic ports and of the departure of troopships caused 
fresh alarm in Sweden; everything, however, indicates the 
Swedes’ resolute spirit and their determination to be 
spared the fate of Denmark. If invaded, there is no doubt 
that they will fight back. We may recall Mr Chamber- 
lain’s statement: “Nothing will save them [the neutral 
States] but a determination to defend themselves and to 
join with others who are ready to aid them in their 
defence.” To-day the will for self-defence is present from 
Narvik to the Hatay. Were the equally binding necessity 
of collective defence as freely recognised, none of the 
smaller neutrals would stand in their present state of 
jeopardy. 


* * * 


The Kremlin Looks On.—Russia’s attitude to 
the war remains an unsolved riddle. The Norwegian cam- 
paign has brought the fighting once more within measur- 
able distance of her zone of interest, and the meagre news 
on the matter points to the likelihood that there exists no 
joint Russo-German scheme for dividing the sovereignty 
of Scandinavia. Reports from Sweden even suggest that 
the Swedish Government has received discreet backing 
from Moscow in taking a strong line with the German 
demands for free passage (if they were ever made). The 
rumoured concentration of the Russian fleet off Hangé may 
mean an added reinforcement to Swedish independence or 
merely a counter-measure in case of a German occupation 
of the Aaland Isles. In the Balkans, too, Russia appears to 
be taking an independent line, and the announcement of 
forthcoming trade talks with Jugoslavia (whose Govern- 
ment has so far refused Russia diplomatic recognition) is 
sufficiently unusual to have revived talk of pan-Slavism 
and of a joint Bulgaro-Jugoslav (or South Slav) bloc 
under Russian leadership. This possibility might mean 
that Germany and Russia have come to terms over the 
division of Roumania, or alternatively, that Stalin has de- 
cided to put a stop to Hitler’s Balkan advance. In all these 
obscurities, the attitude of Turkey is a useful guide to the 
maze of power politics. From the time of M. Sarajoglu’s 
fruitless visit to Moscow last October until the end of the 
Finnish campaign, Russo-Turkish relations were described 
as “ correct but cold.” Only a week ago, however, Ankara 
let it be understood that a touch of the old cordiality was 
returning. This fact suggests that Turkey at least has no 
fear of Russia’s aggressive intentions in the Balkans. If 
a judgment can be risked on a subject as essentially hazard- 
ous as a Dictator’s intentions, it is perhaps possible to sug- 
gest that Germany’s hopes of Russian collaboration are 
already suffering the setback which the end of the Finnish 
campaign was bound to bring; in which case, the British 
Government’s decision to welcome in principle the opening 
of trade negotiations with Russia has probably come at the 
right moment. It is obvious that we shall need safeguards 
to ensure that we do not begin supplying Germany via a 
Russian intermediary, but if some sure safeguard can 
be secured, then it is obviously in our interests to see that 
no Russian supplies reach Germany which could be 
diverted to ourselves. 


* * * 


More Quislings.—The purge of Quislings and Fifth 
Column men in most of the neutral countries of Europe 
still continues. The Norwegian experience has given other 
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governments useful hints on procedure, while the arrival of 
Allied troops in Norway has created the necessary atmo. 
sphere of confidence in which to put the hints into legisla. 
tive form and executive practice. Switzerland, for example 
has issued a decree particularly warning all citizens, in the 
event of invasion, to take no notice of any broadcast 
announcement that the Government has resigned and telling 
soldiers to go to their appointed posts whatever counter. 
instructions they may receive. Thousands of aliens haye 
been interned in Belgium. The Dutch have extended their 
state of siege to cover the Press, which from Saturday next 
will come under strict military censorship. The greatest 
activity is, however, apparent in Jugoslavia and Sweden 
where, during the last week, the danger of invasion has 
appeared greatest. Jugoslavia has taken energetic measures 
against her German “ tourists,” and the purge of Jugoslay 
suspects has included two such notable figures as M. Stoya- 
dinovitch, the former Prime Minister, and M. Atchimo- 
vitch, a former Chief of Police and Minister of the Interior, 
while the ruthless elimination of Quislings from the State 
police is reported to have brought valuable (and sensational) 
evidence to light. Sweden’s precautions were taken on the 
morrow of the invasion of Norway, but have now been ex- 
tended to include the evacuation of all foreigners from 
Northern Sweden, a veto on the sale of maps, and a number 
of raids on the local Nazi organisations. How effectively 
Hitler’s spy rings have been scotched it is impossible to say, 
but at least a part of the Nazi’s vast underground work 
of espionage and sabotage will have to begin again “ from 
the ground up ” before the efficiency of a fortnight ago is 
restored. 
7 * ~ 


Terms of Requisitioned Ships.—War inevitably 
brings Government intervention and control in many 
industries, and in the main the present Government’s 
policy has been to proceed by agreement with, and through 
the medium of, the representatives of the industry. Ship- 
ping, however, has been an exception to the rule of 
willing agreement. The shipowners did not welcome the 
policy of requisitioning ships, as distinct from licensing 
them. And the settlement of compensation to be paid for 
requisitioned ships has led to protracted and difficult nego- 
tiations. Last month there was still a margin outstanding 
between what the Government offered and what the ship- 
owners would accept; in the standard case of an 8,000- 
ton tramp the two figures were 5s. 93d. and 6s. 3d. a ton 
deadweight per month, the Government taking the respon- 
sibility for war risk insurance. Last week agreement was 
reached (though with reluctance on the owners’ side) on 
a figure of 6s. This figure is compounded of three elements 
First is the assessed current cost of running the ship, whid 
would appear to have been calculated on a basis sufficient 
to provide rather more than peacetime profit. Second, 
there is an allowance of 5 per cent. for interest on capital, 
and, third, a further allowance of 5 per cent. for depre- 
ciation and obsolescence; both these are calculated @ 
capital value, to be independently determined. The cra 
of the matter lies in the provision for obsolescence. Ship- 
owners have memories of the cost of shipbuilding afte 
the war, and they wish for sums large enough to insuft 
them against a similar rise this time and against being 
outbuilt by neutrals, who are meanwhile reaping a 
harvest. But any attempt to provide now for the cost d 
rebuilding in an unpredictable future is clearly impossible. 
The only way of being fair to the owners and the com- 
munity alike would seem to be to evolve some scheme j 
which every ton sunk or grown obsolete during the war wil 
be replaced by an equivalent ton after the war. This could 
be done on a ton-for-ton basis, by which shipowners wet 
credited, not with so many pounds sterling, but with ® 
many tons out of the post-war programme; or if that wert 
thought too radical, an alternative solution would be ® 
pay obsolescence allowances at a rate appropriate to tht 
pre-war level of costs and values, to credit them to a ful 
and increase the total amount at the end of the war 
proportion to the change in the cost of shipbuilding. To 
follow the present plan of trying to guess at an appir 
priate figure is sure to produce one that is unfair eitht 
to the country or to the industry or perhaps to both at onc 
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of Fifth Columns and the Fourth Estate.—In Novem 

o- | ber last year, when the immediate fear of a sudden assault 
a- | upon these islands from the air had somewhat faded, a 
le, § notable victory was won in Parliament. Powers to prevent 
he | allattempts to influence opinion and to restrain all manner 
st | of publications quite arbitrarily had been given to the 
ng gecutive in the first Defence Regulations of the war. Par- 
or. | jjamentary protests, based upon the sound view that demo- 
ve | cacy must not commit suicide in self-defence, secured a 
eir | change in the Regulations. The fundamental rights of 
xt | appeal and legal trial were restored; the principle that re- 
est | srictions should only be imposed upon opinion in cases 
len | of strictly proven necessity was re-established; and the 
has § return to the rule of law, which, far more than Parliaments 
res § or suffrage methods, is the essence of democratic ways, 
lay | was generally welcomed. Since then a growing nervousness 
ya- | has weakened the courage of British convictions. Sabo- 
no- § teurs, military and political, have sucked at the strength of 
ior, | Germany's neutral neighbours. ‘The fall of Norway was 
ate | engineered by traitors from within. And, in Britain itself, 
ral) J tales of information handed to the enemy have been 
the | acompanied by indiscreet outpourings from the supporters 
ex- |} ofpeace at any price, whose moral and religious opposition 
om § to warfare has been dangerously allowed to become over- 
ber | laid, in their printed and spoken views, by bitter political 
ely | animus against the conduct of this particular war. 


say, * * * 
york . 
rom In consequence, a demand for the repression of all 


o is | opinions opposed to war has appeared. A section of the 
| Press, in its opposition to the Nazis, has gone all Nazi. A 
return to the lettres-de-cachet Regulations of September 
iswanted by some Members of Parliament. The intern- 
ment of all aliens, whatever their record, is called for, re- 


ably gardless of the fact that Hitler’s spies and Quislings in 
any | other countries seldom bear German names or are of Ger- 
ent’s 


man origin. The suppression of all pacifists, regardless of 
ough Mr Chamberlain’s pre-war pledge that sincere conscientious 


hip- | objection to war would always be treated tenderly, is de- 
S manded. The re-examination now going on of uninterned 


aliens is politic; the exclusion of aliens from port areas 
ising | is just common sense; the constant attempt to seek out 


d for temy propaganda in the ingenuous propaganda of anti- 
eg | war advocates is wise; the stronger powers against de- 
ding monstrably subversive activities that Sir John Anderson 
ship- J isto discuss with representatives of opposition parties may 
be needed. But the fact still remains that the fundamental 


| difference between Britain and Nazidom, the difference 
pol F for which above all the people of this country have gone 


‘Wa Eto war, is epitomised in the treatment of aliens and paci- 
) : fists. It will be nothing but a clear sign of unjustified alarm 
ents. 


-; | ad weakness if arbitrary and indiscriminate action is taken 
vhich simply to suppress a meagre minority. The fact that the in- 
fuential Press, after permitting some concessions to 

cond hysteria, now explicitly appreciates this point is a bull- 


pital, point for freedom; and, when the supporters of peace 
et themselves, above all in their own Press publications, 
e? kam to distinguish more intelligently between liberty and 
Cru F licence, the danger of stupid repression will be appreciably 
7 lessened. 

a 

insure * * ° 

being Censorship and Information. — The common- 


gor! F sense changes in the censorship, announced by the Prime 
Mi ister on Wednesday, had been generally expected ever 
since Sir John Reith became Minister of Information. The 
secession of the Press and Censorship Bureau from the 
ne bf § Ministry last October to become an independent unit was 
ar Wil F due rather to the vices of the Ministry than to the virtues 
could F of the new dual arrangement; and it has always seemed 


) More reasonable that the Minister of Information should 
— self be responsible for the Bureau’s work of giving news 
tw 


0 and censoring the Press. The Ministry of Information 
will now resume these functions, and Sir Walter Monckton, 

to the formerly head of the Bureau, will become Deputy Director- 
a fun eral in the Ministry. The undoing of last autumn’s 
sweeping decentralisation will be carried still further. The 
artment of Postal and Telegraph Censorship, formerly 
under the War Office, is also to be transferred to the 
Ministry of Information. Co-ordination between publicity 
M Neutral countries, done by the Ministry, and enemy pro- 
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paganda, watched over by the Foreign Office, will be se- 
cured by the appointment of Sir Walter Monckton, Janus- 
headed, to be an extra Deputy Under-Secretary of State 
for Foreign Affairs. By this oddly ingenious arrangement, 
which seems to depend to a precarious extent upon the tact 
and imagination of a single individual (though it is a tribute 
to Sir Walter’s qualities that most people believe that it 
will work), two much criticised and somewhat maligned 
bodies, Chatham House and the British Council, will 
emerge some way from the shadowy irresponsibility in 
which they have spent the last six months. It will now be 
possible for Sir John Reith and Sir Walter Monckton to 
deal impartially with all instances of overlapping and dupli- 
cation in the collection or distribution of information— 
inter alia with what The Times has happily called “ the 
whole mustard club of digesters.” But these changes are 
merely administrative. In themselves they mean only more 
efficient organisation. The root question of policy is still 
undecided. Who, in the last resort, is responsible for decid- 
ing what news shall be made public and when? According 
to Mr Chamberlain’s statement, the Defence Departments 
will remain responsible for censorship “in all matters 
where it is necessary to prevent information from reaching 
the enemy ”—“ subject to advice from the Ministry of In- 
formation on general censorship policy ” and with the aid 
of specially appointed representatives from the Ministry in 
each department. The expert opinion of the Services must, 
admittedly, always count for most in such matters, and the 
new provisions for liaison with the Ministry should smooth 
the censorship’s working. But someone must have the last 
word in disputed decisions, and it is difficult to see where 
final authority should reside, under the War Cabinet, if not 
in Sir John Reith himself. 


* * * 


The* Purchase Tax.—The new Purchase Tax, fore- 
shadowed in the Budget speech is a novelty in British 
fiscal legislation, and has no exact parallel in any other 
country. Its distinguishing feature is that it is to be levied 
not, as is usual, at the stage of retail sale, but at the whole- 
sale stage. The reason for this is obviously administrative 
convenience. A universal sales tax, levied on everything 
sold in a shop, might be administratively feasible, but 
a tax which, like this, is to be levied only on some goods 
would pose problems that the shopkeeper might find be- 
yond his power to decide or the State’s power to control. 
The mechanism of the Purchase Tax is to be the com- 
pilation of a register of wholesalers, and the tax will fall 
whenever there is a sale (except of exempted goods) by 
someone on the register to someone off the register. This 
is an ingenious device to get over the major difficulty of 
such a tax; but it leaves many knotty points of definition 
behind. What is a wholesaler? How, in border-line cases, 
are the exempted goods (food, drink, exports, “ articles 
already subject to a heavy ‘duty, such as tobacco or 
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petrol” and all services) to be defined? What provision 
will be made for rebate on goods exported by an unregis- 
tered person? For answers to these questions we must 
wait at least until the text of the Bill is issued, and perhaps 
much longer. 


* * * 


The Chancellor gave no indication of the rate at which 
the new tax is to be levied, but a first approximation to 
the yield can be given by an estimate of the volume of 
sales on which it will fall. According to the most recent 
estimate of national expenditure (that compiled by the 
London Press Exchange on the basis of Mr A. E. Feavear- 
year’s original figures), the total amounted to £4,820 
millions in 1937. Of this total, however, services accounted 
for £1,990 millions, leaving £2,830 millions for retail 
sales of goods. The composition of this last figure was as 
follows : — 

Goops TO BE EXEMPTED FROM PURCHASE TAX 
£ millions 








Se i Seb ieee Ce ca et 1,360 
eo uncwaksin 260 
i ae oa 160 
I 25 
Cee eo dak akeoen hess 65 

1.870 
Goops LIABLE TO PURCHASE TAX 
a a : ; 37 
Women’s clothes .................. 168 
IRS sn ck onbecvecssceesesses 143 
Boots and shoes ................. oar : 70 
PE MINES asc. nsccccccecccs eeheet : 67 
STEERER ; 118 
TT eas iene a sbi 75 
Drugs, fancy goods ................ ious 148 
Sport and travel goods ........ - 34 
CPN INE CURES on ccenenscccssvesss om 50 
SIND Shon setcevsestecnsess cetalseocbeasuk 50 

— 960 

I a ling 2,830 


The sums that could be got from such a tax are, there- 
fore, in the context of war finance, not large. A levy at the 
rate of 10 per cent. of the retail value (2s. in the £) would 
produce less than £100 millions; at the rate of 84 per 
cent. (1d. in the shilling) only about £80 millions. Since 
the tax is to be levied at the wholesale stage, the actual 
rates specified would have to be from a quarter to a third 
higher. A rate of charge of 5 per cent. of the wholesale 
value, which has been mentioned in the Press, would bring 
in only some £30 millions. The new tax will obviously 
mean a mountain of labour for the Customs and Excise; 
if it is to be worth while it must be made to produce some- 
thing less mouse-like than that. 


* * * 


Votes of Credit.—Following a precedent of the 
last war, a White Paper has been issued giving some details 
of the services on which the estimated war expenditure of 
£2,000 millions will be spent. The only details that are 
given are of salaries paid in the various Ministries, account- 
ing for only a fraction of the total, but the divisions be- 
tween the different Ministries of the total expenditure is 
shown. The main items are as follows: — 


(£7000) 
Navy, Army, Air Force and Ministry of Supply... 1,615,000 
NN MEI issvescaceceeayniasesecsscccscscneecess 2,099 


Ministry of Shipping (part Cost) ................s+08 382 


Ministry of Economic Warfare ..................55 432 
Ministry of Information . ................ses-seeeereees 1,883 
Ministry of Home Security ...................ce0000 96,314 
Ministry of Health (War Services) .................. 35,110 
Department of Health for Scotland (War Services 4,961 
Ministry of Agriculture & Fisheries (War Services) 4,775 
Dept. of Agriculture for Scotland (War Services 560 
Reserve of Plant and Building Materials............ 300 

1,761,816 


These constitute Group A of the votes. Group B, amount- 
ing to £18,547,500, consists of various war activities of 
civil departments, which, though accounted for under the 
votes of these departments (and therefore appearing in the 
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Civil Estimates), fall to be paid for out of Votes of Credit 
Group C, amounting to £73,136,500, consists of a number 
of services not elsewhere accounted for, including any net 
loss on the trading of the Ministries of Food (£55 millions 
and Supply (£15 millions). Group D is a balancing figure 
of £146,500,000 to bring the total up to £2,000 millions: 
it will be used for any excesses over the previous figures, 


* * * 


The Railways Ten Per Cent.—lt was appropriate 
that this week’s hastily-called Commons debate on the 
imminent increase of 10 per cent. in railway charges should 
have taken place on Budget Day itself. Expounding his 
proposals over the wireless on ‘Tuesday evening, Sir John 
Simon emphasised the Government’s wish to keep down 
prices and the cost of living; and almost simultaneously in 
the House members were protesting against an increase 
in the vital cost of transport, decided in secret without the 
consultation of railway users and upon distinctly doubtful 
principles of equity. ‘The House is seldom happy in the 
discussion of railway problems because prejudice and 
political nostrums are usually allowed to cloud the issue, 
It is a pity that Tuesday’s debate, which in the main 
avoided these pitfalls, was not more fully reported. Three 
points were made in criticism; first, that to allow an in- 
crease in charges on the basis of increased war costs 
without also taking into consideration increased war traffics 
was unfair in every way; secondly, that to absolve the 
companies from the need to state their case in public 
before the die was cast in their favour was equally unjust 
—and contrary to what the Opposition believed the 
Minister of Transport had promised; and, thirdly, that 
the increased charges would be unduly burdensome upon 
traders, travellers and members of the Forces, as well as 
running directly counter to the proper aim of economic 
policy in wartime. The Government had no reply at all 
to these criticisms. It was startlingly revealed in the course 
of argument that the agreement upon which the railways’ 
wartime finances are to be based is not even yet settled 
in detail; the Government would not even pledge itself to 
put out a further White Paper after the agreement’s final 
signature to inform Parliament and the public more fully 
about it. When all negotiations about railway finance are 
given the status of official secrets it is natural that the 
public, like Parliament, should draw their own conclusions, 


* * * 


Germany’s Trade Drive Continues.—It is difficult 
to give a satisfactory picture of the state of Germany’ 
Balkan trade drive. In Turkey she appears to be making up 
some of the ground she lost with catastrophic suddenness 
at the beginning of the war. Turkey, it is true, is refusing 
to supply chrome or other minerals which could be used in 
German armament production, but since January each suc- 
cessive temporary agreement has tended to provide fora 
greater volume of trade. In February it stood at {15 
millions, later at £17,500,000. A new agreement is now 
announced, allowing for a figure of between £T13 millions 
and {120 millions. The reason for this steady increase is 
obvious enough. Until recently Germany accounted for 
about 50 per cent. of Turkey’s foreign trade, and Turkey's 
dependence upon Germany for machines and machine tools 
was almost complete. Now her need for renewals and spare 
parts compels her to negotiate. Her plight provides a lesson 
to all countries heavily engaged in trade with Germany, 
and Turkey is the first to underline the moral; the Turkish 
Press has gone out of its way to warn the Balkan counttits 
that Nazi economic methods, whatever their temporary ad- 
vantage, end in complete economic slavery. Certain ft 
actions in the Balkans suggest that other countries af 
not blind to this danger. Jugoslavia’s willingness to nego 
tiate with Russia may be taken as a counter stroke 0 
renewed Nazi pressure, and there are even rumours that 
she is demanding free exchange in payment for a number 
of agricultural exports. In Roumania the situation is mor 
obscure. It is obvious that Dr Clodius has not secu 
the sweeping success expected by the Nazis. The 
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ota and the exchange rate of the leu remain unchanged, 
put special terms are to be arranged for an exchange of 
German armaments for Roumanian oil and wheat, and 
these terms are said to be favourable to Germany and to 
counteract the advantage Roumania gained by preserving 
the existing exchange rate. Whatever the result, Germany 
has by no means fired her last shot. On the contrary, her 
trade campaign is still in full swing. 


* * * 
Shorter Notes 


Lord Zetland’s speech in the India debate appears to 
have had a good reception in India. It certainly deserved 
it, for it was a fair and well-balanced survey of the situa- 
tion and contained an eloquent appeal to all the great 
political interests in India to make a new attempt to solve 
the constitutional problem. Neither the Moslem nor the 
Congress solutions are acceptable as they stand. The only 
way is through a compromise which both will accept. 
But they cannot expect the British Government to find 
asolution if they contribute nothing to the search. 


* 


The establishment of the principle that women should 
have the same pay as men for the same work has gone a 
step further with the decision of the Industrial Court on the 
rates of pay for women employed by local authorities as 
bus conductors. The local authorities argued that women’s 
wages were generally lower than those of men, that ab- 
snteeism was greater among women and that the wages of 
men allowed for their responsibilities as heads of families. 
The Court’s decision that women over 21 should have the 
same scale of pay and increments as men does not, how- 
ever, necessarily mean that in wartimie aii women taking the 
place of men will be equally fortunate. In the last war, 
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women bus conductors were given the same pay as men, 
but this treatment was not extended to industry. 


* 


_ It appears to be believed in this country that Trondheim 
is a German form of the name of Norway’s third city and 
that Trondhjem is more patriotically Norwegian. This is 
the reverse of the truth: Trondhjem is the Swedish, not the 
Norwegian, form of the name. Some years ago there was 
a movement in Norway to abolish foreign names for towns. 
Christiania—so-called for a Danish king—-became Oslo. 
Trondhjem was changed first to its antique form of 
Nidaros and then (this change apparently proving too 
severe) to Trondheim, in which form it is referred to in 
all Norwegian publications. 


The Chancellor of the Exchequer gave a definite assur- 
ance in his Budget speech that if individual fortunes were 
made out of the war they would be subject to a post-war 
levy. This is good news, but it is difficult to understand 
why he has not given an earnest of his intentions by at 
least setting up the machinery for the assessment of for- 
tunes as they stood on the outbreak of war. 


* 


British civil aviation, which was already sadly lagging 
behind its chief competitors, has suffered another setback 
by the decision not to start the regular North Atlantic ser- 
vice this year. The reason given is that the aircraft in- 
tended for the service are to be diverted for defence pur- 
poses. This may explain the postponement, but it does 
not excuse the Air Ministry for its dilatoriness in the last 
few years in securing an adequate number of planes for 
both civil and defence purposes. 


THE WORLD OVERSEAS 


Poland under German Rule 


(By a Correspondent) 


OUGHLY two-thirds of Poland have now been under 

German occupation for more than six months, and 

me a territory sealed against the outside vorld. The only 
information available comes from German sources. Reports 
of refugees and the information coming from the Hungarian 
or Lithuanian border naturally relate to individual experi- 
ences of atrocities, food shortage, compulsion and regimen- 
tation. There is no doubt, however, that life has become 
more normal again now. German administrative machinery, 
a distinct from the activities of the German army of occu- 
pation, has begun to operate and the mass of decrees re- 
Ported daily by the German Press allow some picture to be 
drawn. 

The latest decree, introducing the Four-Year-Plan 
machinery into the Gouvernement General, makes it clear 
that Poland’s resources will be fully exploited for Germany’s 
war economy. The political as well as the economic admini- 
stration of the German-occupied part of Poland distinguishes 

een the new German Ostgaue, i.e. Eastern Districts of 
Greater Germany, and the Gouvernement General, whose 
Capital is Cracow. The parts incorporated in Greater Ger- 
many have been formed into two new Gaue, i.e. Danzig- 
estpreussen and Warthegau. The latter Gau includes not 
only the former German province of Posen, but also the 
district of Lodz, the largest textile centre of Poland—the 
mills are now working again to one-third of their capacity 
and the raw material found there will last for 18 months. 
Polish Upper Silesia has been made a fourth district of the 
an province of Silesia, and the “ Ziechenau ” and the 





Suwalki areas form parts of the province of East Prussia. 

The Gouvernement General, on the other hand, is the 
Central and South-Western part of Poland. It measures 
roughly 43,000 square miles with a population of 14.5 
millions. Among them are two million Jews, 500,000 
Ukrainians and 70,000 Germans. The Gouvernement has 
been divided into four districts, i.e. Cracow, Lublin, Radom 
and Warsaw. The Governor-General, Dr Frank, is chief of 
the administration, which is divided into several depart- 
ments resembling the Ministries of an ordinary Government. 
Some Reich institutions have permanent representatives in 
Cracow, while the Cracow administration keeps a kind of 
High Commissioner in Berlin. The Gouvernement General 
has its own customs system, and has retained the Polish 
currency. Its Budget is separate from the Reich’s. Three- 
fifths of the total revenue is derived from six State 
monopolies, i.e. tobacco, salt, matches, alcohol, a lottery, 
and mineral oil. The oil monopoly was added by the Ger- 
mans to the reconstructed five Polish monopolies. Income tax 
has been reconstructed after the German model and begins 
with 1.2 per cent. rising to 60 per cent. of the highest in- 
comes. An excise is levied on sugar, beer and yeast. Railway 
and postal services have become State property. Official 
reports maintain that the total number of German civil 
servants occupying only the key positions in this new 
administration is 2,500. This does not include the German 
police, whose chief occupies a position on the same footing 
as the Governor-General. No information is available about 
the strength of the German armies stationed in Poland. 
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On March Ist, the new Central Bank began operations, 
replacing the temporary Reichskreditkassen, which were in- 
stituted in September, 1939. The notes in circulation will be 
gradually replaced, and the cover of the note circulation is 
to be formed by a kind of global mortgage on the entire land 
property. It is limited to 3,000 million zloty. During the first 
months of the occupation the German economic administra- 
tion confined itself to fixing maximum prices for all goods. 
After that, compulsory delivery of 80 per cent. of the total 
harvest of cereals and root crops, as well as food rationing, 
was introduced. The next step was the introduction of a 
Central Control Board for the iron and steel industry. With 
the establishment of the Four Year Plan department in the 
central administration, the principles of control, and of 
“steering” industry, finances, and agriculture are being 
introduced one after the other. The agricultural programme 
to be carried out will concentrate on an increase in root 
crops, flax, and oilseeds. The number of horses and live- 
stock, especially pigs, has greatly decreased during the short 
war, and in the district of Cracow, which is very densely 
populated by small farmers, even cereals had to be imported 
from the Reich in order to prevent famine. The only sur- 
plus the Gouvernement had, namely, in man power, is 
rapidly being transported for work to Germany. 

Conditions in Warsaw are the worst of all. The population 
is reported to have increased from 1.3 millions to 1.8 
millions. The destruction of the town and the primitive 
system of supply by individual peasants living near Warsaw 
must have created conditions which are hardly imaginable. 
There are uncensored reports about fantastic price increases. 
One kilogram of bread is said to cost 6 zloty. In 1938 the 
retail price for one kilogram of rye bread amounted to 
0.32 zloty. Butter is sold at 60 zloty per kilogram, against 
3.50 zloty in 1938. The price for one hundredweight of 
potatoes is quoted at 100 zloty against 5 zloty in 1938. These 
prices are obviously paid in illegal trade. Information given 
in German papers is emphatic about a very strict control of 
prices, which does not necessarily mean that German 
authorities are able to prevent a rise in prices, under condi- 
tions of a very severe shortage of foodstuffs. Meanwhile, 
one-quarter of Warsaw’s considerable industry is reported to 
be working again. Public life is, however, still restricted. 
Cafés and restaurants are working nearly normal!:, but there 
are only seven cinemas. Warsaw has bzen made the centre 
for the transport of worke;; to Germany. The total number 
of Poles to be sent to Germany is intended to reach one 
miuon, in addition to the 300,000 Polish prisoners of war 
already working in Germany. A considerable percentage of 
them will be employed in German industry, particularly in 
the coal-mining industry. 

For the exploitation of the oil fields, mainly situated near 
Jaslo, two new companies have been formed, The output of 
these fields amounted to 150,000 tons in 1938. German 
papers have become sceptical about an immediate increase 
in output. There are, however, rumours that the Russians 
gave the Germans a concession for working the oilfields 
under Russian occupation, which produced 350,000 tons of 
oil in 1938. It may be possible that the utilisation of natural 
gas in this district will rapidly increase. Reports about the 
repair of destroyed roads, railways, bridges and telephones 
vary considerably. In the district of Cracow alone three tun- 
nels, 370 miles of railway tracks, 60 bridges, and 3,000 miles 
of telephone cable have been repaired. 


Poland in Germany 


The picture provided by the parts incorporated in Ger- 
many is very different. In these parts German administration 
included the Nazi Party and labour organisation is already 
complete. Apart from East Upper Silesia, Lodz and Danzig, 
the country is predominantly agricultural. All land 
owned by Poles has been declared State property. Elaborate 
compulsory marketing organisation has been introduced in 
a very short time. It is claimed that winter sowing was 
80 per cent. of normal. At present the cultivation of root 
crops, potatoes and oilseeds is being extended. The Polish 
war reduced the number of livestock, and cattle, pigs and 
sheep have to be imported from the Reich. The extensive 
resettlement policy will probably prevent any substantial in- 
crease in cultivation during this year. The total number of 
Germans transferred to these new provinces is variously 
estimated at from 160,000 to 200,000; it is proposed to re- 
settle 100,000 Germans from South-Western Germany over 
a period of several years. 

The surplus of cereals normally produced in these pro- 
vinces will be just sufficient to cover the demand of the 
highly industrialised area of Upper Silesia, but the surplus 
of sugar is considerable. The Warthegau produced in 1938 
roughly 12 per cent. of the total sugar output of Germany. 
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‘The area under forests is relatively smaller than in the Reich, 
The timber resources of Poland are situated in the Russian. 
occupied territory. The main asset is the coal, steel, zinc ang 
lead of Upper Silesia. 

The total coal output in German and Polish Silesia 
amounted in 1938 to 55 million tons. A rapid increase jg 
quite possible. Conditions, especially in the Polish coal fields, 
are similar to the richest mines in the United States of 
America. Zinc output in Upper Silesia amounted to 108,009 
tons in 1938. The “Olsa” territory ceded to Poland after 
Munich produced in 1938 an additional 7 million tong of 
coal. 


Transport Development 


Lastly, there remains the problem of communications. The 
intentions of the Germans are to develop the inland water. 
ways Of Poland and to link them up again on the one hand 
vith the system in Germany and on the other hand with 
the waterway system in Russia. Here the main connection 
is from the River Dnieper via the Pripet canal to the River 
Bug and the Vistula, which establishes direct connections 
between the Black Sea and the Baltic. ‘The destruction of 
railways and bridges in the Central and Western provinces 
of Poland was far greater than in the South, German re- 
ports speak of 600 bridges to be repaired. The Baltic ports 
of Gdynia and Danzig will be developed jointly, i.e. Gdynia 
—called “ Gotenhafen” by the Nazis—for staple goods, 
especially coal, iron ore and timber, and Danzig for manu- 
factured goods. Coal exports and iron imports were already 
resumed at the end of October. 

Destruction in the war, the prolonged and unusually cold 
winter, the extensive resettlement, and the temporary dis- 
organisation caused by the establishment of the German 
system of controlled economy—will probably hamper the 
recovery of agriculture during this year. Only the coal and 


iron industries may be able to increase production without 
delay. Apart from some timber, potatoes, and sugar, there 
will probably be no agricuitural surplus available. This 
would, however, change in the second and third years of 
Occunaiion. Conditions are thus different from those during 
the Great War, when a purely military administration de- 
veloped no plans for maintaining production, let alone plans 
for increasing production. 

The Nuremberg Anti-Jewish laws are put into practice 
with even more brutality than in Germany. The wholesale 
transfer of Jews to the Jewish Reserve near Lublin is hardly 
mentioned in the German Press. There are, however, many 
stories about the ghettos in Warsaw, Lodz and Cracow—in 
the usual Nazi style. The great number of Jews who were 
independent artisans in Poland are debarred from economic 
activities. This must have created a shortage of artisans. 
Their shops in the incorporated part will be filled by inde- 
pendent artisans from the Old Reich. The only hope for the 
Tews seems to be emigration. But there are hardly any possi- 
bilities. The only agency still working in Poland is the 
Triestino Lloyd, of Italy, which does seem to be active in 
providing facilities for emigration. 


Labour and the Election 


[FROM OUR WASHINGTON CORRESPONDENT | 


Aut three of the major economic groups in the United 
States—agriculture, industry and labour—are facing some 
stiff decisions as to strategy for the coming elections. Most 
difficult of the current choices is probably that before labour: 
is this the year to attempt independent political action, oF 
not? 

Nobody believes that an American Labour Party could 
nominate and elect a Presidential candidate in 1940. Against 
it are, not only the history of third parties in the American 
past, but also the present divisions in labour. On January 
26th, Mr John L. Lewis, head of the Congress of Industrial 
Organisations, speaking before the biennial convention 0 
his own union, the United Mine Workers, attacked President 
Roosevelt and prophesied defeat should he run for a third 
term. The next day, Mr Sidney Hillman, President of the 
Amalgamated Clothing Workers, and second only to 
Lewis in importance as a C.1.O. leader, affirmed his support 
of Mr Roosevelt. The two statements indicate the current 
division on the third-term issue within the ranks of the four 
million American workers who belong to the C.1.O. 

At the same time, political co-operation seems impossible 
between the C.I.O. and the four million members of the 
American Federation of Labour, the national organisation 
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of craft unions from which the C.LO. split in 1935. 
Locally, members of the two organisations have at times 
joined forces for municipal or State elections, but at other 
times they have killed each other off by putting opposing 
candidates in the field. Less than a week after Mr Lewis’s 
speech, the American Federation of Labour Council warned 
that “ any candidate for public office who seeks and accepts 
the support of the C.I.O. and places himself in bondage to its 
leader has received the ‘kiss of death.’ ” 

If the prospects for independent labour action are as bad 
as these divisions indicate, why is it even being suggested? 
The forces which are pushing Mr Lewis in that direction 
are clearer for a backward glance at the previous history of 
American labour in politics. Large-scale labour organisation 
did not begin until after the Civil War. The first successful 
national movement, the Knights of Labour, did not gain 
real strength until the mid-eighties. The Knights were the 
American equivalent of the Chartists—with a broad pro- 
gramme of social reform, and with political action as one 
means of securing it. But, with the rise of craft unionism, 
their social approach was superseded by the strictly economic 
interests of the American Federation of Labour. 

The American Federation of Labour organised skilled 
workers. The “ business unionism” on which it concentrated 
aimed at securing to its members in the building trades, the 
metal trades and the cigar industry a fair share of the 
returns from the product they manufactured. Mr Samuel 
Gompers, who became American Federation of Labour 
President in 1886, believed that European Socialist Parties 
had done little good for labour; during his thirty-seven- 
year term of office the American Federation of Labour main- 
tained a non-partisan relationship with all political parties. 
In point of fact, the method of labour’s “ rewarding its 
friends and punishing its enemies ” normally resulted in sup- 
port of Democratic Party nominees; but the Democratic 
Party was in no sense a labour party. 

In the years following 1929, a number of new considera- 
tions became prominent. The ranking American industries 
of the twentieth century were not staffed on a craft basis. 
Mass production had diminished the proportion of skill 
required, and the endless belt linked together unskilled, semi- 
skilled and skilled workers. Just as the disappearance of the 
geographic frontier had produced the Populist revolt of the 
West in the ’nineties, so the disappearance of the technologi- 
cal frontier after 1929 induced a comparable mass unrest 
over the whole country. 


The Unions and the Democrats 


Through no forethought of its own, the Democratic Party 
became the party of the forgotten man, of the third of a 
nation that is ill-housed, ill-clothed, ill-fed. The way to 
recovery was seen to lie in his increased consumption, in his 
increased purchasing power, in his increased wages and de- 
creased hours, in his collective bargaining. The new Admini- 
stration was not a labour administration, but its objectives 
were the objectives of labour. In 1933, the American Federa- 
tion of Labour had 2,125,000 members. In 1939, the C.I.O. 
and the American Federation of Labour together numbered 
tight million members—and another quarter million were in 
independent unions. Labour votes contributed no little to the 
Roosevelt landslide in 1936 and labour donations to Demo- 
cratic campaign funds totalled nearly three-quarters of a 
million dollars. 

Social security legislation, the National Labour Relations 
Act, the U.S. Housing Authority, the Wages and Hours 
Law, were established in rapid succession in the years 
1933-38. But the Democratic Party was still not a labour 
party. The legislation of those years was produced by Liberals 
for labour. By 1938, the party which had supported labour 
kgislation willy-nilly began to weaken at the hyphen and 
divide into the willy and nilly faction. The willy faction lost 
in its effort to reorganise the Supreme Court and in its 
attempt to purge the nilly faction in the 1938 elections. 
Since then, there have been few new developments, and the 
Garner candidacy and the Farley candidacy are here to show 
that the Democratic Party is traditionally based on the Solid 
South and the metropolitan machines. 

So a choice is up to labour. Its immediate tactics are clear 
tnough—to put as much pre-convention pressure as possible 
On the choice of the Democratic candidate. Mr Lewis’s 
speech of April 1st did just this, when he declared that unless 
4 candidate “acceptable to labour and the common people ” 
is forthcoming, he would call a mid-summer convention of 
abour, youth, old age, Negro and farmer groups “ and we'll 
se whether mere machine politics in this country are going 
. >, more powerful than the voice of the people of this 
and, 
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Canada’s 
Spring Revival 


[FROM OUR OTTAWA CORRESPONDENT |] 


THE only surprising feature of the result of the Canadian 
general election was the size of the Liberal majority. The 
Liberal Party is still considerably over-represented in Parlia- 
ment in the light of the popular vote, but a provisional tabula- 
tion shows that it secured about 53 per cent., a substantial im- 
provement upon the percentage of 46.8 secured in the election 
of 1935. Dr Manion’s pledge to form a “ National Govern- 
ment,” representative of all parties, if he was returned to 
power, proved a boomerang, as its only real effect was to 
antagonise thousands of Conservatives and make them feel 
free from any party obligation to support him and his candi- 
dates. The Winnipeg Free Press, the ablest Liberal paper in 
Canada, expresses some disquietude at this infiltration of 
Rightist influences into its party; it suggests that the Gov- 
ernment, having secured the adhesion of thousands of voters 
who “never were and never will be Liberals,’ may have 
forfeited the right to call itself a Liberal Ministry, and 
declares that it is incumbent upon all genuine Liberals to 
adopt an attitude of vigilant independence. 

The result of the election was simultaneously an emphatic 
endorsement of the war policy and programme of the King 
Government and a decisive rebuke to the misguided tactics 
of the Opposition. There are supporters for the theory also 
that the overwhelming mandate given to the King Ministry 
represented a widespread anxiety among the Canadian people 
that they should not be drained to exhaustion of their young 
man-power and wealth in another attempt to settle the age- 
long feuds of Europe. They could not feel sure that Dr 
Manion, if returned to power, might not, under pressure 
from the British Government and his own Imperialist fol- 
lowers, be induced to cast all Canada’s resources to the last 
man and dollar into the scales for victory. So it is suggested 
that, while the result can be construed as a mandate for the 
Government to continue the national war effort, there was 
implicit in it an accompanying caveat that certain limitations 
should be set to it. 

The Foreign Exchange Control Board has promulgated a 
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new regulation under whose authority it will hereafter decline 
to provide United States funds in exchange for Canadian 
coin and currency imported from foreign countries. This 
move is designed to check the activities of exchange mani- 
pulators in the United States who have been discounting 
Canadian currency there at a rate higher than the Board’s 
official rate of 11 per cent., and by transferring it to Canada 
and getting United States funds for it at the official rate 
have been reaping profits, but it is difficult to see how the 
practice can be completely stopped. 

The foreign trade returns for February showed the value 
of imports almost unchanged and a seasonal shrinkage in 
exports. But with the month of February, 1939, the com- 
parison is very favourable, as the data below reveal: — 


Feb., 1939 Jan.,1940 Feb., 1940 


$ $ $ 
a Secs che wil 40,380,234 71,104,145 71,041,553 
Exports (Domestic) . 57,571,572 90,100,133 71,078,946 
ip IEEE). ocscce 671,278 753,704 1,235,125 


The trade experts of the Government are disturbed by the 
new Australian import restrictions and particularly about 
their effect upon the fish-packing industry, and they estimate 
that their effect will be to reduce Canadian sales of sardines, 
canned salmon, smoked fish and other commodities in the 
Australian market by about $3 millions per annum. 


Good Business Prospects 


The spring thaw has now arrived and the accumulated 
snowfali is melting rapidly, but although cultivation of the 
land has started in the more southerly areas, it will not be 
general for a fortnight. Business conditions remain satis- 
factory and are benefiting from the usual stimulus provided 
by the advent of spring. The latest employment bulletin 
covering up to March Ist recorded a slight slackening of 
industrial employment in February, but the employment 
index on March Ist at 113.5 was 7 points above the figure 
for March 1, 1939, 106.5, and was at the highest point ever 
recorded for this date. The construction industry continues 
to gain ground, largely as the result of the extensive con- 
tracts being placed by the Government. Anxiety in the West 
about the lack of reserves of soil moisture has been relieved 
by a very heavy snowfall, and the new crop has now a chance 
to get off to a good start. 


April 14th. 


Irish Opportunity 
[ FROM OUR DUBLIN CORRESPONDENT ] 


THE seizure of Denmark by Germany creates a wonderful 
opportunity for Irish farmers to increase their exports of 
bacon, butter and eggs. For many years Danish competition 
has been one of the dangers to Irish agriculture, and Danish 
methods have been held up to Irish farmers as the models 
on which they should develop their production. Now that 
this competition is temporarily removed, it is important 
that the opportunity for expansion should be used to the 
utmost. The question is whether the peculiar inelasticity of 
Irish agricultural output, to which attention has previously 
been drawn in this column, is capable of being surmounted. 
In the case of pigs, for example, the number of pigs in Eire 
in 1901 was 1,014,828, while the number in 1939 was only 
930,907. The quality of the pigs and the value of their 
products had greatly increased, but the failure of the number 
of pigs to expand, in spite of a steadily rising demand for 
bacon in Great Britain, has been, to say the least, disappoint- 
ing. If the output cannot be increased in the present unique 
emergency, the prospects for the future of Irish agriculture 
are indeed dark. 

Since 1935, the pig and bacon industries have been regu- 
lated by marketing boards with the objects of preventing 
undue fluctuations in price and maintaining production at 
a profitable level. Much dissatisfaction has been expressed 
by the farmers at the operation of these schemes, which, they 
allege, have proved unduly profitable for the curers at the 
expense of the primary producers. At the same time the price 
of bacon has been raised so much in the home market as 
gravely to reduce domestic consumption. It is obvious that, 
in the long run, Irish bacon cannot hope to be exported on 
a subsidised basis, and the fundamental problem is one of 
costs in relation to prices. The rise of prices which will 
probably occur in the near future will doubtless stimulate 
output, provided that the price of feeding-stuffs does not 
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rise even more. Agricultural experts attach great importance 
to the need for increasing the use of potatoes as pig feed, 
Potatoes are cheaply grown in Ireland and modern develop- 
ments in ensilage enable them to be stored and preserved. 

The situation in regard to butter is somewhat similar. The 
number of dairy cattle has grown since 1901 only from 
1,188,050 to 1,216,500, and is now tending to fall. The 
quality of Irish butter has greatly improved, but the rate of 
expansion of the industry is not satisfactory. Here again, 
the problem of cheap feeding-stuffs is pivotal. It is absolutely 
sssential that modern methods of grass production and 
utilisation should be widely adopted. Every variety of home- 
grown fodder, hay, roots and cereals, should be intensively 
produced and the latest improvements in ensilage pressed into 
service. The health of the dairy herds could be materially 
improved by better feeding and by further veterinary atten- 
tion; and the average milk yield could be substantially in- 
creased. It is to be hoped that the Department of Agriculture 
will display appropriate vigour and energy in this unprece- 
dented opportunity to supplant our chief competitor in the 
British market. 

An increase in exports is particularly desirable at present, 
because of the serious deterioration in the balance of pay- 
ments. ‘The prices of many imports have soared, while two of 
our invisible exports, namely, the sweepstakes and the tourist 
trade, have temporarily collapsed. The sweepstakes, in addi- 
tion to providing large sums for the construction of hospitals, 
gave considerable employment in Dublin and yielded an 
annual income to the Exchequer of £500,000. They were 
certainly qualified to rank as an export industry since most 
of the subscriptions came from the outside world, principally 
the United States. Needless to say the war has interrupted 
this highly profitable activity. The tourist trade also depended 
largely on American visitors, and even British tourists can- 
not be expected to visit Ireland in anything like their normal 
number during the war. An attempt is being made to attract 
holidaymakers from Northern Ireland in the coming 
summer. 


April 22nd. 


Jugoslavia’s Needs 


[BY A CORRESPONDENT] 

‘THE war has put the Balkan countries under a very heavy 
strain. Dr Schacht’s system of trade by clearing arrange- 
ments resulted in the concentration of the exports of the 
Balkan countries on Germany. Increased exports to Ger- 
many, as well as mounting clearing credits, compelled the 
Balkan countries to take imports of German industrial 
articles. This resulted in a decrease of exports to the “ free 
foreign exchange” countries, and as a result imports of 
necessary raw materials to be got only by paying with free 
devisen had to be restricted. Since September the shortage 
of raw materials has been serious. 

Jugoslavia’s imports of raw materials and semi-manufac- 
tures in the first eight months of peace in 1939 and then 
in the first four months of war may serve as an example. 
The following table shows Jugoslavia’s imports : — 


°000 tons) (Million dinar) 


1938 1939 1938 1939 
Raw materials ............ 565 303 1,045 709 
Semi-manufactures ...... 351 471 10,030 1,077 
Partly finished articles ...... 139 136 591 736 
Wholly finished articles ... 136 145 2,005 1,945 


The fall in imports is most marked in raw materials; the 
quantity fell by 46 per cent., the value by 32 per cent. The 
increase in imports of semi-manufactures happened during 
the first eight months of the year. The next table shows how 
the war influenced Jugoslavia’s supplies of important goods. 


Peace Months, War Months, 
January to August | September to December 
Tons Mill. dinar ‘Tons Mill. dinar 


1938 1939 1938 1939 . 1938 | 1939 | 1938 1939 











| 

Cotton, raw ......... | 12,150] 12,606 152) 156} 9,490} 5,470 112 76 
Wool, raw | 2,770] 3,21¢ 78) 83} 2,000 49( 55 17 
Cotton yarn ......... | 10,030] 10,82¢ 243 249] 3,940] 1,360 95 36 
Yarn, manufactured 

from other natural | 
fibres ..........0000 4,350] 2,950, 44! 52] 1,500) 620) 17) 15 
Woollen yarn ...... | 950) 1,560 67 100 570 240 38 17 
as ssckdasenas | 46,000! 24,160 99 61) 9,700! 6,860) 23 20 
SUE chensdnencksnxvcedl 363240|307760 139 103| 134540) 87,830! 43 38 
Skins, undressed .. | 7,090) 1,360 97 22} 1,520] 165 17 - 


ids aunsusseass<e | 4,360 3,960 20 17} 2,150) 750 9 
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During the first eight months of last year the textile in- 
dustry was able to secure adequate imports of raw materials 
—the fall in imports of yarns and other textile fibres was 
the result of restrictions placed on imports of sisal and 
Manilla yarns in the spring. Imports of pig iron fell because 
stocks had been accumulated during 1938—the number of 
workers employed in the iron industry at the beginning of 
1939 exceeded the number a year before, and the output of 
pig iron increased from 59,300 tons in 1938 to 62,000 tons 
in 1939. Smaller imports of coal are explained by the attempt 
to replace imported coal by domestic lignite. 


The Allies’ Chance 


Import difficulties during the first four months of war 
were most marked in the imports of textile materials. Com- 
pared with the corresponding months of 1938 (September, 
October, November and December), raw cotton imports fell 
32 per cent. in value, raw wool 69 per cent., woollen yarn 
55 per cent., cotton yarn 62 per cent., jute and flax yarn 
59 per cent. Before the war Jugoslavia imported the greater 
part of her yarns from Germany, Czecho-Slovakia and Italy. 
Germany is now no longer able to export yarns. Germany 
does not even seem able to export yarns manufactured from 
artificial fibres. 

Jugoslavia is thus more than ever dependent on the Allies 
for importing necessary raw materials. In order to be able 
to import raw materials and semi-manufactures from Britain 
and France, Jugoslavia is about to reorganise her system of 
foreign trade. Logically, the result would be an increase in 
exports to non-clearing countries, which is possible only to 
the disadvantage of Germany. During the last months of 
1939 this tendency was already at work. Germany’s, i.e. 
the Reich and Austria, share in Jugoslavia’s exports fell from 
42 per cent. in 1938 to 32 per cent. in 1939. 

One must take into consideration, too, that a considerable 
part of Jugoslav exports used to go to Czecho-Slovakia. The 
former Czecho-Slovakia held a considerable clearing credit 
in trade with Jugoslavia of roughly 150 million kronor. This 
credit has disappeared. There is now a debit, which is steadily 
growing, and amounted to 80 million kronor at the beginning 
of March, 1940. 
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Jugoslav trade authorities have estimated that during 1940 
they must import raw materials obtainable only in Allied 
countries amounting in value to 2,000 million dinar. In 
1939 Jugoslav exports to the United Kingdom amounted 
to 367 million dinar; exports to France amounted to 140 
millions; and to the U.S.A. to 281 millions. This adds up to 
788 million dinar. In other words, a considerable increase 
in exports to these countries is now necessary to pay for 
raw materials. This increase may be made easier by the fact 
that Great Britain and France are now ready markets for 
Jugoslav products, such as minerals, timber, meat and dairy 
produce. 

The Allies are in a position to divert Jugoslav exports 
from Germany to themselves. Their key position in supply- 
ing Jugoslavia with indispensable imports makes it possible 
for them to exercise considerable influence on Jugoslavia. 


Books Received 
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Tanker Freight Rates and Tankship Building. By T. Koop- 
mans. (Haarlem) De Erven F. Bohn N.V. 219 pages 
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Punishment and Social Structure. By G. Rusche and O. Kirch- 
heimer. (London) H. Milford. 268 pages. 20s. net. 


The Control of Competition in Canada. By Lloyd G. Reynolds. 
(London) H. Milford. 324 pages. 16s. 6d. net. 


Public Policy. A Yearbook of the Graduate School of Public 
Administration, Harvard University, 1940. Edited by 
C. J. Friedrich and E. S. Mason. (London) H. Milford. 
391 pages. 20s. net. 

Swiss-American Economic Relations. By D. G. Jacquelin. 
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Limited Dividends and Equities 


IR JOHN SIMON occupied two hours and ten minutes 

in outlining his Budget proposals on 
aiternoon. For the equity investor, the odd minutes con- 
tained the most important news of the day. For, in a few 
concluding sentences, the Chancellor sketched the rough 
details of legislation for limiting the size of ordinary share 
dividends. ‘The possibility of such legislation had not been 
overlooked as a weapon in our economic war armoury. 
Indeed, only a fortnight ago, The Economist urged that 
stabilisation of dividends and institutional saving by the 
medium of company reserves should be a corollary of the 
present level of E.P.T., on the ground that distribution 
in dividends of the 40 per cent. residuum after paying 
E.P.T. might involve an undesirable stimulus to private 
consumption. The Chancellor, in rejecting Mr Keynes’s 
proposals for deferred earnings, has, in fact, proposed 
a not dissimilar measure for deferment of increased com- 
pany profits. It is a measure which, as Germany has 
shown, can be a powerful instrument of wartime financial 
policy, and it can be justified in a wartime context. But it 
introduces the most profound consequences for equity 
investment, which require immediate examination by 
ordinary shareholders. 

First, it is essential to set down exactly what the Chan- 
cellor has said on the subject of dividend limitation. The 
Bill (it will be a separate measure, apart from the Fin- 
ance Bill) will propose that a public company shall noi 
distribute a greater dividend on ordinary shares than was 
distributed in any one of three pre-war years. This state- 
ment is not simple to interpret in exact terms. The market 
assumes that a public company will be allowed to distri- 
bute a dividend up to the highest rate paid in any of 
three pre-war years—including the year 1938, which is 
not allowable for E.P.T. purposes. And it finds support 
for this assumption in the further remark of the Chan- 
cellor that “a business which has been able to distribute 
in the past a big dividend will not be prevented from doing 
so again, but it cannot increase it.” But if the Chan- 
cellor’s words are examined more closely, they are capable 
of the interpretation that the dividend shall be limited 
to the Jowest rate paid in any one of three (unspecified 
pre-war years. Indeed, this is what the words mean; they 
forecast a prohibition, not a permission. The Chancellor 
did not say that companies would be allowed to distribute 
as much as in any one of three pre-war years, but that 
they would not be allowed to distribute more than in any 
one of those years and—as was discovered in the case of 
the standard dividend provisions for London Transport 
“C” stock—there is a great deal of difference between 
the positive and the negative form. If a company 
has distributed, say, 8 per cent. in 1936, 10 per cent. in 
1937 and 5 per cent. in 1938 (assuming these to be the 
three pre-war years), and if it now proposes to distribute 
8 per cent., could it not be said that it was “ distributing 
a greater dividend than was distributed in any one of the 
three pre-war years”—i.e. in 1938? This seems to be 
repugnant to the main sense of the Chancellor’s statement, 
but it is the legal meaning of his words—and Sir John is 
a lawyer. Clearly, the text of the Bill will have to be 
closely examined. There are other matters of definition 
still in doubt. It would seem, for example, that private 
companies are to retain their freedom in dividend policy. 
Moreover, on a strict definition of “ public” companies, 
statutory companies, such as the railways, would also 
appear to be excluded. 

A minimum rate of dividend will be allowed, however, 


‘Tuesday 


for companies which in the recent past have been unable to 
pay that minimum. In cases where no complications (such 
as participating rights) exist, the minimum will be 4 per 
cent. The introduction of a minimum rate into a system 
of dividend limitation, without any indication of a maxi- 
mum rate, has perplexed many ordinary shareholders, 
and its implications are certainly far from clear. Since, 
however, provision will be made for new companies and 
for hard cases under a dispensing power to be exercised 
by the Treasury, on the advice of the Capital Issues Com- 
mittee, it is to be presumed that maximum rates for hard 
cases will be determined on their merits. ‘The final pro- 
posal is to prohibit the issue of bonus shares during the 
war, save in such exceptional circumstances as 
amalgamations. 

The first reaction of the ordinary shareholder to these 
proposals might well be to ask if there is any remaining 
scope for equity investment for the duration of the war— 
and even, looking farther ahead, if dividend limitation 
does not introduce permanent changes in the established 
canons of ordinary share investment. It is clear that the 
proposal tends to increase the attractions of fixed-interest 
stocks, which responded generously on Wednesday. Broad 
groups of companies will fare differently under the limi- 
tation scheme. Those whose ordinary dividend payments 
had been steadily stepped-up in the pre-war years may 
find themselves already at the ceiling. Their shares will 
now become “ fixed-interest equities” while distributable 
profits are maintained, and “ negative equities ” if profits 
should fall. Companies whose dividends have declined 
appreciably from the maximum in the early pre-war years, 
and whose current profits are still below the peak, may 
have an equity in future increases in profits (after meet- 
ing E.P.T.)—assuming that the maximum, and not the 
minimum, pre-war rate is to be the standard. Those com- 
panies with substantial preference arrears—they are still 
to be found among the textile groups—will retain an 
equity in recovery until their arrears are paid off, when 
they will presumably receive a minimum ordinary divi- 
dend standard. Finally, the position of concerns which 
have distributed regular scrip bonuses in the past must 
be given serious consideration. 

In the accompanying table, a selection of important 
companies have been arranged in three groups, accord- 
ing to their dividend record—stable, rising or falling. 
Dividend limitation probably matters but little to share- 
holders in companies in the first group. They would not, 
in general, have expected any appreciable increase in dis- 
tributions during wartime, judging from their peacetime 
dividend experience, though there is some slight scope for 
future dividend increases by Imperial Tobacco, Watney, 

Combe, Reid, and Imperial Chemical Industries. In the 
second group of companies, with rising dividends, the con- 
sequences of limitation are more plain, particularly in cases 
such as Dunlop Rubber and Swan, Hunter, whose recent 
dividends for the calendar year 1939 have indicated the 
directors’ willingness to acknowledge the existence of a 
wartime equity in increased distributions. Last year does 
not count, presumably, as a pre-war year, so that these 
two companies and also Home and Colonial (subject to 4 
special dispensation of a minimum dividend standard) will, 
in effect, have their recent equity gains lopped off. 

It is among the falling record companies that equity 
possibilities will have to be sought in future. That is not 
to say, of course, that they will be automatically found. 
It would be optimistic to suppose that London Brick will 
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be able to restore its former 20 per cent. dividend in the 
near future, or that Odhams Press or Bowater’s Paper 
Mills will experience a marked recovery in profits in war- 
time. On the other hand, companies like Courtaulds, Inter- 


DIVIDEND RECORDS OF 21 LEADING COMPANIES 


Ord. Dividends paid 
Date of 





Lengnny Accounts | | | 
| 1936 | 1937 | 1938 1939 
! i 
Stable Record (%) } (%) | ©) } (%) 
Boots Pure Drug ......... | Mar, 31 30°56 30 67 30:90 30-90 
J. and 7, COREE ccccee »- | Dec. 31 | 10 | 10 10 | 10 
Imp. TODACCO .cccccceee.. | Od. 3 | 25t 25t | 25t 23t 
J. Lyons ....-----+2-e-sseeeee | Mar. 31 | 2210 2210 221» 22! 
Watney, Combe, Reid ... | June 30 | 18 19 18 18 
F.W. Woolworth ......... | Dec. 31 | 60* 60 65 | 65 
Rising Record } 
Dunlop . ‘ séisteca PE Se 9 9 9 | 12 
Home and Colonial ...... \ End-yr. Nil Nil 3 6 
Parnall Aircraft ............/ July 31 Nil Nil 71 l2!oa 
Swan, Hunter ............ Dec. 31 | 7 a | 12 15 
Falling Record | 
Ass. Port. Cement ... . | Dec. 31 2210 2210 20 15 
Austin Motor........ | July 31 50 50 30 15 (6 
Bowater’s Paper....... ... | Sept. 30 9 Nil Nil Nil 
TRIIIES « o60000s0cesecee Dec. 31 1014 1012 4 7 
Electric and Musica! ...... | Sept. 30} 10 10 5 Nil 
International Tea . Apr. 30 | 30 16 10 10 
| Dec. 31 | 221 0(¢ 20 20 10 
Odhams Press .......... Dec. 31 15 1212 10 
Prices Trust ...... asvesecs, | OMe 20] 30 45 50 25 
Richard Thomas . . | Apr. 1 12lo 15 5 Nil 
Turner and Newall ...... | Sept. 30 1712 | 20 20 15 
* On increased capital. +t Tax free. (a) Final of 7lo per cent. on 


jncreased capital. (6) And scrip bonus 1 in 25, (c) And scrip bonus 1 in 9. 


national Tea, Prices Trust, and Turner and Newall might 
well show some improvement in earnings as the war 
proceeds. If so, they should have some equity in the pos- 
sible restoration of pre-war payments. It is, of course, a 
corollary of their recent profits experience that several of 
these latter companies have a favourable E.P.T. base. 

These, however, are the broadest generalisations, to 
which any number of complications may be added. What 
is the dividend standard of companies like Distillers, 
British Oxygen, and Austin Motor, which have made 
bonus share issues since war broke out? How will the 
maximum permissible dividends of companies like Tate 
and Lyle and Crompton Parkinson, which distributed 
scrip bonuses some time before the war, be determined— 
by the maximum gross sum distributed or the maximum 
percentage rate? And what of the companies which have 
hitherto made a regular practice of making share bonus 
distributions each year? It has always been impossible to 
give any rational capital value to the expectation of 
regular share bonuses. What, then, is the proper value of 
a share like Marks and Spencer, whose earnings in the 
last two financial years approached 75 per cent., but 
whose cash dividends were limited to 424 per cent.? British 
Electric Traction would provide an even more pertinent 
case, had the directors not decided, last December, to 
discontinue the issue of regular scrip bonuses in wartime. 
Marks and Spencer shareholders may be pardoned for 
feeling that they have been singled out by a hard fate. The 
company’s growth of profits attracts heavy E.P.T., as a 
reward for its enterprise; it is vulnerable to the limitation 
of supplies of textile manufactures to retailers; it will be 
hit, inevitably, by the new Purchase Tax; and its share- 
holders must, it would seem, content themselves in future 
with the expectation of cash dividends not exceeding 42} 
per cent. It is not surprising that the 5s. shares fell from 
47s. 6d. to 43s. 9d. on Wednesday this week. 

The position of textile shares also provides some in- 
teresting comparisons. Lancashire Cotton ordinary, having 
gone dividendless for years, received 74 per cent. for the 
year to October last. In this case, presumably, a special 
dispensation could be successfully pleaded. British 
Celanese 10s. ordinary, which have recently been standing 
as high as 8s. 10!d. in the lively hope of dividends in 
the not far distant future, must also count on special treat- 
ment. Bradford Dyers, with preference arrears since 1932, 
and Calico Printers with preference arrears since 1935, 
might provide some equity interest in their defaulted pre- 
ference capital but for the probability that if a recovery 
IN earnings occurs the immediate consequence is more 
likely to be a refunding scheme than cash repayment. 

The lot of ordinary shareholders, and their advisers, in 
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a regime of E.P.T. and dividend limitation, is clearly not 
enviable. It is true, of course, that profits retained in com- 
pany reserves, instead of being paid out in dividends, 
do represent an effective enhancement of the ordinary 
shareholder’s equity. But their significance in the deter- 
mination of share values in wartime is bound to be re- 
stricted. The equity theory of investment, which holds that 
earnings, and not distributed profits, are the crucial factor 
for ordinary share valuation is true in its proper context— 
that of normal and progressive economic conditions. The 
capitalisation of “ ploughed-back” earnings depends on 
the underlying assumption that the company can reinvest 
its profits to better advantage than the shareholder could 
obtain elsewhere. To the extent that these conditions are 
qualified in wartime, the equity theory has a diminished 
force, and an important sector of equity investment will 
accordingly be removed by dividend limitation. Excep- 
tional far-sightedness would be required of the ordinary 
shareholder before he could value the possible significance 
of accumulating reserves in wartime in terms of future 
dividends or capital bonuses. The post-war period may 
well bring demands for replacement of capital which can 
only be met with the help of accumulated wartime profits. 
In such circumstances, reserves built up from wartime 
profits would protect the ordinary shareholder against 
capital losses, but they would not necessarily be available 
to augment his post-war income. 

To discount accumulated wartime profits at anything 
like the rate which might be applicable in peacetime con- 
ditions, when the length, intensity, and outcome of hostili- 
ties are quite unknown, would therefore be hazardous. 
Companies whose dividends are limited will still retain an 
equity in profit increases, but it will be difficult to impute 
any rational Stock Exchange value to it. Meanwhile, the 
ordinary shareholder will await the precise terms of the 
new Bill with impatience, since, for the time being, intelli- 
gent share dealing will be virtually impossible. 
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The Case of Ebbw Vale 


HE recent history of Richard Thomas and Company, 

Ltd., leading to the removal from the company’s 
board of Sir William Firth, its chairman, under somewhat 
mysterious circumstances, is much more than the tale of 
the personal fortunes of an outstanding industrialist. It is 
the story of movements and trends which may cause an 
upheaval in the British sheet and tinplate industry, and 
in the steel trade at large. The removal of Sir William 
Firth is merely a telling symptom. 

To grasp the full import of the recent development, the 
inquiring student must go back some centuries, to the 
time of the Restoration, when Yarranton and his fellow 
travellers brought the art of tinplating from Germany and 
Bohemia. Cornwall had its ancient tin mines, so that the 
tinplaters had to build their works in or near that region. 
Later, when Hanbury found that iron sheets for tinplating 
could be made by a simple rolling process, he had per- 
force to start his new mills in or near South Wales, where 
the local deposits of ore could be worked with native 
charcoal or coal fuel, close by the tin mines of Cornwall. 
These were the factors which led to the foundation of the 
South Wales tinplate and, later, the sheet industry. The 
district retained its pre-eminence for the best part of two 
centuries, long after the original factors had lost their 
pristine power, providing one of the clearest examples of 
“industrial inertia.” 

Towards the close of the eighteenth century Cort dis- 
covered how to roll bars through grooves in two parallel 
rolls. For iong the whole art of iron rolling, and later of 
stee! rolling, consisted in passing pieces of metal back and 
forth between two rolls, but the early metallurgists soon 
began to toy with the idea of passing bars from one set 
of rolls to another, in other words of rolling continuously. 
Continuous bar-rolling became a reality several generations 
ago, though it was left to more modern times to perfect 
the method. For a variety of technical reasons the rolling 
of thin sheets or strips by the continuous method offered 
greater difficulties, but by the end of last century narrow 
strips were being rolled continuously through sets of mills 
arranged in tandem; but the art of making wide strips of 
a size and gauge obtainable from the old-fashioned single- 
stand mills remained a problem still to be solved. Though 
many detailed improvements had been introduced, the 
South Wales sheet and tinplate industries stuck to the 
essentials of the age-old processes. None the less, for lack 
of a rival, they managed to keep their strong market posi- 
tion. It is true that the South Wales mills received a heavy 
blow through the fencing off of the United States market 
by the McKinley Tariff of 1890, and that the coal strike 
of 1926 allowed newcomers, and especially the Americans, 
to penetrate areas for long held as virtual monopolies of 
South Wales. But this did not alter the essential position, 
so long as the fundamental technology of the industry 
remained unchanged. 

But a dark cloud was rising over the Welsh valleys. In 
the early twenties of this century the American steelmen 
began to interest themselves in earnest in perfecting the 
process of rolling long, wide strips of thin steel. Being 
able to draw on the accumulated precision experience 
of mechanical and electrical engineers, they at length 
solved the problem, and continuous wide strip rolling 
became a commercial undertaking, just about the time 
when the Americans were establishing a sound footing in 
export markets for flat rolled products. 

With ample funds available, and urged on by keen com- 
petition, huge mills were rapidly erected in the United 
States, and to-day about two dozen plants are in opera- 
tion. They have a capacity in finished sheets and tinplate 
equal to the whole ingot-producing capacity of the British 
steel trade. The new wide strip is turned out under ex- 
tremely fine control, and is virtually a new product, quite 
capable, under free conditions, of driving the older- 
fashioned goods from the cream of their markets. Especi- 
ally in the high-grade ranges, the Americans increased 


their selling drive and forced a way into British home 
markets, right on the doorstep of the British makers. The 
motor car manufacturers in this country went on public 
record about their preference for United States material, 
and even threatened to build their own mills to obtain 
satisfactory steel. 

The full effect of the powerful new market factor could 
not be exactly computed, but it was clear that the South 
Wales sheet and tinplate industries (the two branches are 
intimately connected) were up against a serious difficulty 
just when the geographical advantages which had led to 
their founding had almost entirely disappeared. At this 
point, Richard Thomas and Company, Ltd., come into the 
story. Under the direction of Sir William Firth, that firm, 
the biggest sheet and tinplate combine, decided to erect 
continuous wide strip mills on the American model. Cast- 
ing about for a suitable site, Redbourne, in Lincolnshire, 
was the obvious choice. There the company already had a 
steelworks to provide a nucleus. More important still, Red- 
bourne is near a coastal orefield, and ore rather than coal 
is now the determinant in locating iron and steel works, 
By this time, with the wasting of the specific local advan- 
tages, places like Ebbw Vale, in Monmouthshire, were 
rapidly becoming derelict. But by this time, too, the steel 
trade was moving into corporate organisation on a national 
scale and with Government help, and in siting new works 
it had to take account of social and industrial dislocations. 
An outcry was raised from Ebbw Vale, and by various 
means, not the least being direct pressure by members of 
the Government, the Richard Thomas concern was in- 
duced to abandon the Redbourne scheme and to develop 
an old site at Ebbw Vale. This, no doubt, prevented a great 
deal of social misery, but it was the beginning of the per- 
sonal troubles of Sir William Firth, and it made little 
difference to the basic problems raised by the erection 
of the new mills. 

In general, Ebbw Vale has few advantages as an iron- 
and steel-making centre. The strategic advantage, im- 
portant from a national and defence viewpoint, brings no 
commercial dividends. In detail, the site chosen was 
cluttered with old founds and the remains of obsolete 
works. For this and other reasons, the estimates of the cost 
of erecting the new plant were over-run by several millions. 
Moreover, part of the capital had been left to be found 
out of future profits, and the severe recession of 1938 
removed both the profits and also the possibility of raising 
funds on the capital market. Richard Thomas and Com- 
pany had to approach the banks. The banks could not re- 
fuse the needful assistance, but effective control of the com- 
pany passed out of the hands of the directorate into those 
of a control committee of which the Governor of the Bank 
of England is chairman. 

If the concern had stuck to the original Redbourne pro- 
ject, the estimates might not have been so greatly in error, 
and it is possible that the company would have completed 
the building programme without direct or large-scale bank 
help. In that event, the personal position of Sir William 
Firth would have been much stronger and he might have 
seen able to maintain his post and ideas against the in- 
evitable opposition. That is conjecture, though it has the 
elements of possible truth. The fact is that the mill, when 
it was completed and ready for operation, was not in the 
hands of an independent firm, but of a firm controlled by 
an outside body, some of whose members presumably 
represented the public interest, while others certainly repre- 
sented the interests of the steel industry as a whole. This 
was hardly an arrangement which could be expected to lead 
to harmony in the management of the company, for the 
mere existence of the new plant creates the gravest 
problems for the other members of the industry. It disturbs 
the whole system of production quotas which has become 
the basis of sheet and tinplate marketing. This quota system 
has its advantages when the participating firms work much 
the same type of plant and consequently turn out much 
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the same quality of product at much the same cost. But it 
js unstable when one company can offer a new and superior 
product at the same price, or even less, and when that 
company cannot operate to full advantage save at a high 

working load. ‘here is little doubt but that the new mill 
would attract, under free conditions, the best of the sheet 
and tinplate business and would achieve a fully economic 
rate of production. ‘This is clearly seen in the comparative 
success of the American sheet and tinplate exporters and is 

implied in evidence presented before the Australian Tariff 
a by representatives of the Richard Thomas firm. 
Countering a proposal to erect old-style tinplate mills in 
Australia, this evidence claimed that these mills would not 
be able to turn out material comparable with that obtain- 
able from Britain, in effect from Ebbw Vale. Under normal 
conditions, the obvious cure would be for the threatened 
firms to get together and erect a parallel plant. This has 
been the traditional method by which all technological pro- 
gress has been achieved. But, in present circumstances, it 
is hardly possible, as in the first place they would have 
grave difficulty in finding the funds, and, in the second, 
another mill might prove to be one too many, the more 
so since in the meantime John Summers and Sons, Ltd., 
have begun the erection of a new plant incorporating some 
of the new methods. 

The problem thus posed is obviously a difficult one. If 
the new plant remained in independent management, the 
competing firms—chiefly Guest Keen Baldwin’s and 
Lysaght’s—would be hit very hard. If the quota system is 
maintained, they might jog along comfortably enough; but 
then the Ebbw Vale plant would be seriously hampered 
and little progress could be made in recapturing export 
markets. When, through financial stringency, Richard 
Thomas and Company was forced to submit to control 
from without, the form of the control clearly implied 
a decision to solve the problem by co-operation between 
the firm and its competitors. 

To be the vehicle of co-operation, the banks’ control 
committee appointed directors from affected firms to the 
board of Richard Thomas and Company, Limited. It 
might have been foreseen that the position of these out- 
side directors would be very difficult, if not untenable. The 
interests of Richard Thomas necessarily ran counter in 
some respects to those of their own companies. In due 
course, the outside directors, appointed expressly to lubri- 
cate inter-company co-operation, resigned and were re- 
placed by other men drawn from the steel industry, but 
not from its tinplate or sheet sections. It was widely re- 
ported at the time that the change was due to an inability 
of the Richard Thomas management and the “ outside ” 
directors to agree on the scale of operations, but the resig- 
nation of the outside directors was coupled with a retire- 
ment of Sir William Firth from the managing directorship. 
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In short, the referee, the Control Committee, called it a 
draw. 


The new solution did not, however, get over the real 


difficulty, which is whether to give the new mill fairly free 
rein and let it attract the most desirable business, with all 
the disadvantages that that means for the other firms, or 
whether to keep a tight grip and hamper the new mill, 
and with it the export trade. On the surface, the position has 
been obscured, but its phases will show up in bold outline 
as soon as the end of the war ushers in more normal times. 
Last year the Anderson shelters rescued the sheet trade 
at large from a deep depression and blurred the Ebbw Vale 
problem. About a million tons of very ordinary sheets, 
which did not require the Ebbw Vale technique, were 
needed for their production. The war has brought along 
new demands to close the gap caused by the approaching 
end of the steel shelter orders. 


The removal of Sir William Firth, however, shows that 


the problem, though obscured, has not disappeared. The 


public has not been given the material to enable it to form 


a judgment on the specific issue between Sir William and 
his colleagues. In many respects he has been personally 


unfortunate in his laudable design to improve the technique 
of the industry. He had to yield to political considerations; 
and the trade cycle inflicted a double blow, first by raising 
the cost of the new mill, and then by making it impos- 
sible to cover the cost by normal methods. But the failure 
of his plans was not entirely due to bad luck. There 
were elements in the plan of finance which carried 
boldness too far, and if Sir William now joins the ranks 
of those who have paid the penalty for taking risks, 
he can at least console himself that he is in eminent 
company. 

What is much more important is the use that is now to 
be made of the plant at Ebbw Vale. During the war, 
special considerations obviously have to be borne in mind; 
but after the war the public interest will call for the pro- 
duction of steel by the most efficient and least expensive 
processes. If Ebbw Vale is then run at half-cock in order 
to reduce the damage done to other firms, the public 
interest will unquestionably be prejudiced. What policy 
will be followed by those now in control of the firm, who 
may, without any abuse of language, be called trustees for 
the cartel? Ebbw Vale will be a test case for one of the 
most serious economic questions this country has to face 
in the present generation: can a centralised, cartel-like 
organisation of industry, in which the interests of an indi- 
vidual firm are subordinated to those of the industry as a 
whole, be reconciled with the community’s interest in the 
utmost speed of technical progress? We must not prejudge 
the actions of the Control Committee; but they should 
not be left in any doubt about what the public interest 
requires. 


Finance and Banking 


Money and the Budget.—From the point of view of 
the money market and banking situation the most strik- 
ing feature of the Budget is the further advance which it 
marks in the direction of complete official control of the 
capital market. The limitation of dividends on ordinary 
shares and the compulsory savings which are thus to be 
extracted from a large number of joint-stock undertakings 
will canalise a substantial flow of funds to the capital 
market, which, as far as can be seen, will in the main seek 
investment in short-term gilt-edged securities. Companies 
which are thus compelled to accumulate undistributed 
profits will tend to invest them in fairly liquid form. The 
Government’s proposal, both by its direct effect of re- 
distributing investment demand from equities to fixed 
interest-bearing securities and by i its later influence in 
causing the investment of undistributed profits, will accen- 
tuate the plethora of funds seeking short-term investment. 
The move must consolidate the cheap money policy of the 


Government. The money and discount markets should 
therefore resign themselves to a maintenance of the exist- 
ing conditions, with all rates so adjusted to a basic 1 per 
cent. short money rate that the margin of profit on run- 
ning or reselling bills and on investment in very short 
bonds is kept down to an irreducible minimum. 


* * * 


The weekly tendering for Treasury bills is now reduced 
to a monotonous procedure, in which the only element of 
uncertainty is the allotment which the market syndicate 
will obtain at the virtually stereotyped rate of 15 per 
cent. The profit made on reselling bills obtained at this 
rate to the clearing banks at their buying rate of 1 per cent. 
is £79 for every £1,000,000 of full-dated paper. (It does 
not matter that the bills have to be kept for at least a 
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week before they can be turned over to the banks, since 
during this period they are run on bank money for which 
the rate is also 1 per cent.). Thus for every £100 which 
the discount market turns over it earns precisely 13d. 
Fortunately there are more Treasury bills to turn over, 
but even with the syndicate quota enlarged to its present 
figure of about £50 millions and with the market obtain- 
ing between £20 millions and £30 millions of bills a week, 
the aggregate profits on this business can do no more than 
cover overhead charges, and in many cases probably faii 
to do that. To the continuance of this stalemate the dis- 
count market must be resigned. The results of the Bristol 
bills which, though of six months’ maturity, went at a 
lower rate than the three months’ Treasuries proved that. 
This, however, does not mean that the market as a whole 
is doing badly. The bonds are still there to earn the 
butter and even the jam to spread on the bread. There 
is none the less an increasing shortage of eligible shorts. 
The new 2 per cents. of which the market has rather 
more than its fair share are slightly too long to be held in 
the really substantial quantities which their predecessors, 
the 44’s, justified. It is therefore the hope of the discount 
market and of the banking community in general that 
when the next War Loan is discussed the merits of an 
essentially short-term operation intended for the banks 
and discount houses will not be overlooked. The recent 
issue of War Loan will take some time to digest. The 
need for raising additional funds, now that the lean 
revenue period is upon us, will occur fairly soon, despite 
the £100 millions which the Chancellor had “in hand” 
on starting the new financial year. The banks gave little 
support to the War Loan. That support was fortunately 
not needed and was not asked for. But it would be readily 
forthcoming if in providing for the due distribution of 
debt maturities it were decided to make the next Govern- 
ment loan an issue of, say, three-year bonds bearing 
interest at 2 per cent. 


THE ECONOMIST 





April 27, 1940 


The Course of Sterling.—The free sterling rate has 
reacted significantly to the Budget proposals. From the 
level of $3.59 to which the rate had recovered in New 
York last week, it has gradually fallen to slightly under 
$3.50. The course of military operations in Norway, which 
was partly responsible for the recovery last weck, may 
have played some part in the subsequent reaction. But the 
main factor in the mid-week decline of the rate seems to 
have been the unfavourable impression caused by the 
Budget estimates and the gulf which they reveal between 
prospective revenue and expenditure. The fears of inflation 
which these figures conjure up have been responsible for 
the departure of a certain volume of funds previously held 
in sterling by foreign institutions. The supply of such 
sterling is not limited to the “ pre-zero”’ holdings of non- 
residents. Although sterling has become a _ controlled 
currency a good deal of trade which does not actually 
touch the sterling area is still invoiced in sterling and 
certain large international organisations continue to accu- 
mulate sterling in the normal course of their trade. The 
practice of invoicing in sterling in such cases is gradually 
being abandoned, but traditions of long standing are often 
difficult to break, while in certain trades where there js 
competition from sterling companies, the practice has more 
than tradition behind it. It is these sterling assets which 
have been liquidated at a rather faster pace since the 
appearance of Sir John Simon’s Budget. The market in 
free sterling, however, remains fairly small and there are 
clear signs that the recent regulations, compelling the pay- 
ment for certain specified exports to be made in foreign 
currencies or sterling obtained from the control, have con- 
siderably curtailed its scope. Additions to the list of 
specified exports are likely to be made in the near future, 
In addition the free market in sterling is expected to be 
further reduced by payments agreements which are being 
negotiated with a number of neutral countries. 
(Continued on page 779) 


MONEY MARKET NOTES 























STERLING opened the week in New 
York with a fairly firm tone, but the 
Budget statement was responsible for a 
weaker tone on Tuesday, when it closed 
ijc. lower at 3.523. The decline con- 
tinued on Wednesday and Thursday. 
There has consequently been the usual 
appreciation in London in the curren- 
cies linked to the dollar. Lire fell from 
684-70 at the beginning of the week to 
68-693 on Thursday, and yen have 
risen from 1s. 3Zd.-1s. 44d. to 1s. 3}id.- 
ls. 4d. Among officially quoted rates 
the only change has been in the belga, 
which on Thursday appreciated by 10 
points to 23.75-90. 


* 


Conditions in the money market were 
not quite so comfortable at the begin- 


THE MONEY MARKET 


Apr.27, Apr.18, Apr.25, 
1939 1940 1940 


I sein paslan 2 2 2 
London Deposit Rate .. i 
Short Loan Rates : 
Clearing Banks ......... | 12-114 | 1-L1gt | 1-114t 
Ee %g-1 34-1 34-1 


Discount Rates : 
Treasury Bil!s (3 mth.) 1536 l1lzo 1130 
Three months’ bank 
SEED choipanbencncicnsses 1516 1139 11z5 


_t Viz., 1 per cent. for loans against Treasury 
bills and British Government securities; 114 per 
cent. for loans against other collateral. 


ning of the week, although the firmer 
undertone was only relative and did 
not represent any stringency. On Mon- 
day, there was a certain amount of call- 
ing-in by some non-clearing lenders, 
and on Tuesday one or two of the clear- 
ing banks were non-buyers of bills. But 
on Wednesday and Thursday condi- 
tions had again become as easy as be- 
fore, and the rates for bond money and 
the three months’ draft are still quoted 
at 3-1 and Iss per cent., respectively. 
* 


The Bank of England return shows 
a rather unexpected transfer . from 
bankers’ to public deposits. This prob- 
ably represents payments of War Loan, 
for which cheques had been held up 
in the clearing. The fall in bankers’ 


THE BANK RETURN 


| Apr. 26, | Apr. 10, | Apr. 17,| Apr. 24, 
1939 1940 1940 1940 


£mill. | £ mill. | £ mill. | £ mill. 
Issue Dept. 
Gold ... 226:2 0:2 0:2 0:2 
Value per oz. 
ME 2 148s. 6d. 168s. 0d. 168s. Od. 168s. Od. 
Jotes in cir- 
culation 489°1 539°4 537°5 537°1 
Banking Dep 
Reserve... 38-0 41-8 43-7 44:1 
PublicDeps. 27:1 22:9 28:7 40:7 
Bnkrs’Deps. 91-4 123:°9 115-0 103-4 
Other Deps. 37:6 42:6 39°7 40:6 
Govt. Secs. 107:2 137-2 129-4 130-6 
Dis. & Ads. 6°2 5-5 4:9 4-9 
Other Secs. 22:3 22:5 23:0 22-8 
Proportion 24:3 22:0 23:8 23:8 


deposits, however, from £115.0 millions 
to £103.4 millions probably explains the 
slightly firmer conditions in the money 
market at the beginning of the week. 
The other changes in the return are 
unimportant. The note circulation is 
£400,000 lower with a corresponding 
increase in the reserve, and movements 
in the security items are only small. 
* 

Silver continues to fluctuate in a very 
narrow market. Some buying on Indian 
account on Monday caused a sharp 
rise in both cash and forward; but 
resales on the following day, with very 
little demand, brought a reaction, and 
the forward price remained unaltered 
on Wednesday and on Thursday, 
though cash was 1d. higher on Wed- 
nesday. 


THE BULLION 


MARKET 
Gold | Silver 
Date Price per oz. standard 
Price per | 


ounce fine* 


Cash Two Mths. 


1940 mi d. d. 
Apr. 19... 168 0 207g 201346 
a a ome 168 0O 2114 | 2118 
“on 168 0O 2015;6 | 2078 
ae ane 168 0 21 2078 

.. 168 O 201536 | 2078 


* Bank of England’s official price. 
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